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Plaintiffs' Exhibit 13 
MINUTES OF MEETING 


ae OF 
’ BOARD OF DIRECTORS 
OF “s 
ATRON CORPORATION 
e 
A meeting of the Board of Director~ of ATRON Corporation 
was held in the offices of Mohawk Data Sciences Corp. in Herkimer, 
° New York at 2:00 p.m. on Tuesday, July 14, 1970. All directors were 


in attendance. These included the following: 


J. S. Stoutenburgh 
D. C. Stanga 
.M. M. Koschmann 

© ; R. P. Rifenburgh 


Mr. P. J. LeLandais resigned from the Board effective June 10, 1970 
and, therefore, was not in attendance. Mr. Stoutenburgh acted as 
Chairman of the meeting and Mr. Stanga acted as Secretary of the 

@ - meeting. 


The following resolutions were made and adopted: 


WHEREAS, First Trust Company of St. Paul is a transfer 
te agent and registrar of the Common Shares of the Company; and 


WHEREAS, First Trust Company of St. Paul is insurea 
‘under Blanket Lost Original Instruments Bond No. 1-820355 
and Blanket First Class Mail Insurance Policy No. 366GA0348, 
both issued by Saint Paul-Mercury Indemnity Company; 


NOW, THEREFORE, BE IT RESOLVED, That said insurance 
policies are hereby approved and adopted for this Company 
and First Trust Company of St. Paul as its transfer agent 
and registrar, and said policies are hereby determined to 

e be sufficient for the purposes of authorizing said transfer 
agent and registrar to issue replacement stock certificates 
which are within the scope of said policies. 


RESOLVED, ATRON will not at this time purchase any of 
8 its own securities on the open market. 
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RESOLVED, The company's excess capital will be invested 
in Certificates of Deposit and U. S. Treasury Bills. Any 
— funds currently invested in loan participations with First 
National Bank of Saint Paul will be reinvested in Certificates 
of Deposit and U. S. Treasury Bills upon the participations’ 
maturity. 


RESOLVED, Board meetings will be called by the Chairman 
at four- to six-week interyal;. Board members will be so 
notified in advarce. 


RESOLVED, The Board accepts the resignations of 
Mr. Pierre J. LeLandais and Mr. Richard P. Rifenburgh effective 
immediately. Their contributions during the formative stages 
of the Company are acknowledged with appreciation. 


6 ‘RESOLVED, The Board elects to fill the vacancies created 
by, Mr. LeLandais' and Mr. Rifenburgh's resignations with the 
f,,.llowing individuals: 
Mr. Jeffrey Weiss - Ladenburg, Thalmann & Co. 
Mr. Richard L. Karpen - Mohawk Data Sciences Corp. 


A discussion relating to the Company's business plan was 
undertaken. It was decided that alternat. courses of ac .on should 
be identified to bring the Company's operating expenses und lagging 
sales volume into a more proper relationship. These alternatives will 
be presented and discussed at the next Board Meeting. 


‘There being no further business to come before the meeting, 
it was on motion duly made, seconded and adopted, adjourned. 


D. C. Stanga 
Assistant Secretary 


CN Des 
, td dere lice bree ype. 


° J.6S. Stoutenburgh J 
Chairman 
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| FOR: MOHAWH DATA SCIENCES CORP. (NYSE) 
FROM: Ronald F. Hengen 
Bejan and Hengen, Inc. 


a One New York Plaza, New York 
(212) 425-0940 


< 


: FOR IMMEDIATE RELEASE 


MOHAWK DATA SCIENCES CORP. AND ATRON CORP. 


- ANNOUNCE AGREEMENT TO MERGE 


NEW YORK, N.Y., Jan. 29, 1971 -- Mohawk Data Sciences 
Corp. and Atron Corp. announced today that an agreement had 
been reached in principle to merge the two companies. MDS 
a manufacturer and marketer of peripheral data processing 
equipment and systems, is a inajor customer cf Atron's 
peripheral controllers and currently owns 195,000 of Atron's 
.»v88,573 outstanding common shares. 

Messrs. Richard P. Rifenburgh, President of MDS and 
@e Joseph S. Stoutenburgh, President of Atron stated that the 


proposed merger should benefit the shareowners of both 


companies in vie of the commonality of interests and combined 
& product development programs resultiny from a close 2-year 
| working relationship. 
The officials enhouncie’ that the exchange ratio for the 
y proposed merger had been established at one share of MDS common 
for four shares of Atron common stock. On the basis of this 


exchange ratio, MDS will issue approximately 225,000 shares 
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for the stock of Atron owned by persons other than MDS. 
Further, Atron has warrants outstanding to purchase 
additional 170,000 shares of its stock and has employee 
s stock options outstanding for 33,089 shares. A definitive 
agreement will be prepared shortly and submitted to the 
Boards of Directors of both companies and the stockholders 
« of Atron. 
For its most recent fiscal quarter, MDS earned 
$1,265,000 or 23¢ per share on revenues of $21,780,000. 
& Atron, an EDP engineering, manufacturing and marketing 
concern founded in 1968, specializes in peripheral 
controllers and computer-based systems. That company 
& reported revenues of $895,483 (of which 90% were to MDS), 
and a net loss of $1,087,000 in the fiscal year ended 
September 30, 1979.. 


e Atron's operations will continue at its present 


headquarters in St. Paul, Minnesota. 
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i AGREEMENT AND PLAN OF MERGER (hereinafter referred to as 

e "this Agreement"), dated as of March 12, 1971, between MDS-ATKON, INC., 


4 


a Delaware corporation ("MDSA") and ATRON CORPORATION, a Minnesota 
corporation ("Atron"), MDSA and Atron being hereinafter sometimes 
referred to as the "Constituent Corporations" and MDSA being here- 
inafter sometimes referred to as the "Surviving Corporation". 

This Agreement has also been executed by Mohawk Data Sciences 
Corp., @ New York corporation ("MDS"), to evidence and render 
enforceable the representations, warranties and agreements made by and to 
MDS herein. 

WITNESSETH: 

WHEREAS, the respective Boards of Directors of MDS, MDSA and 
Atron deem it advisable and for the general welfare and advantage of 
the respective corporations and their respective stockholders that 
Atron merge into MDSA pursuant to this Agreement and pursuant to 
the applicable provisions of the laws of the State of Delaware and 


the State of Minnesota and that upon such merger (which shall constitute 


a reorganization as defined in Section 368 (a) (2) (A) of the Internal 


Revenue Code) shares of Common Stock of MDS be delivered in exchange 
for the outstanding Common Shares of, and upon the exercise of out- 
Standing Warrants and options issued by, Atron, all as further provided 
herein, and 

WHEREAS, the respective Boardsof Directors (or Executive 
Committees thereof) of MDS, MDSA and Atron have approved this Agreement; 

NOW, THEREFORE, in consideration of the mutual covenants and 
conditions herein contained, and intending to be legally bound 


hereby, the parties hereto agree each with the other that Atron 
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shall be merged with and into MDSA which shall be the Surviving 
Corporation in accordance with the applicable provisions of the 
laws of the State of Delaware and the State of Minnesota and 
that the plan, terms and conditions of such merger, and the 
mode of carrying the same into effect,are and shall be as follows: 

I. The Merger. 

1. Effect. At the Effective Date of the merger, as 
defined below, Atron shall be merged with and into MDSA, on the 
terms and conditions hereinafter set forth, as permitted by and 
in accordance with the General Corporation Law of the State of 
Delaware and the Minnesota Business Corporation Act. There- 
upon the separate existence of Atron Shall cease, and MDSA, 
as the Surviving Corporation, shall continue to exist under and : 
be governed by the General Corporation Law of the State of Delaware 
with the name "MDS-Atron, Inc.", The Surviving Corporation shall 
thereafter, to the extent consistent with its Certificate of 
Incorporation and with its By-laws, in both cases until amended 
in accordance with the provisions thereof and of applicable tay: 
possess all the rights, privileges, powers and franchises, of a 
public as well as of a private nature, and shall be subject to all 
the restrictions, disabilities and duties of each of the Constituent 
Corporations, and all and singular the rights, privileges, powers 
and franchises of each of said corporations, and all: property, real, 
personal and mixed, and all debts due to each of the Constituent 
Corporations on whatever account, including stock subscriptions, 
and all other choses in action belonging to each of such corporations 


shall be vested in the Surviving Corporation; and all property, - 


3. 
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assets, rights, privileges, powers, franchises and immunities, 
and all and every other interest shall be thereafter as effectively 
the property of the Surviving Corporation as they were of the 
respective Constituent Corporations without further act or deed; 
provided, however, that all rights of creditors and of any persons 
dealing with the Constituent Corporations and all liens upon any 
property of either of said Constituent Corporations shall be 
preserved unimpaired by the merger, and all debts, liabilities or 
other obligations and duties of Atron shall thenceforth attach 
to MDSA, and may be enforced against it to the same extent as if 
said debts, liabilities, obligations and duties had been incurred | 
or contracted by it. The parties to this Agreement shall agree 
upon a date on which this Agreement shall be filed with the Secretary 
of State of the State of Delaware and the Secretary of State of 
the State of Minnesota, each in the manner required by law, but 
such filings shall take place with reasonable promptness after 
the due approval of this Agreement by the respective stockholders 
of MDSA and Atron and the fulfillment or waiver of all the other 
terms and conditions contained in Articles II, III, IV and V, hereof. 
For the purposes of this Agreement the term "Effective Date" shall 
mean the later of the date of the filing of this Agreement with 
the Secretary of State of the State of Delaware or the issuance by 
the Secretary of State of the State of Minnesota of a certificate 
of merger. 

2. Certificate of Incorporation. The Certificate of 


Incorporation of MDSA, as in effect on the date hereof, shall 


be the Certificate of Lieecsionitiie of the Surviving Corporation 

* from and after the Effective Date, subject always to the rights 
of the Surviving Corporation to amend its Certificate of 
Incorporation in accordance with the laws of the State of Delaware. 

& Such Certificate of Incorporation, separate and apart from this 
Agreement, shall and may be separately certified as the Certificate 
of Incorporation of the Surviving Corporation. 

oi - 3. By-laws. The By-laws of MDSA, as in effect on the 
date hereof, shall be the By-laws of the Surviving Corporation 

from and after the Effective Date until altered, amended or repealed. 
e 4, Directors and Officers. Upon the merger becoming 


effective, the Directors and Officers of the Surviving Corporation 


shali be as follows, and they shall hold office in accordance with 


the By-laws: 
Directors 
Richard P. Rifenburgh Wayne Wells 
® Richard L. Karpen Joseph S. Stoutenburgh 
= Mark M. Koschmann 
Officers 
® 
Chairman of the Board Richard P. Rifenburgh 
President Joseph S. Stoutenburgh 
Vice President Mark M. Koschmann 
Vice President Dennis co. Stanga 
e Vice President Herman Osofsky 
Vice President Finley E. McLeod 
Vice President Robert J. Gountanis 
Treasurer , Wayne Wells 
Secretary Philip J. Ablove 
@ 5. Manner of Converting Shares. (a) At the Effective Date, 


each Common Share, par value 20?” per share, of Atron then issued and 


5. 
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eins shall be exchanged and converted by the abvese 


for and into one-fourth (1/4th) of a share of Common Stock, 
par value 10/7 per share, of MDS, with the result that each four (4) 
issued and outstanding Common Shares of Atron shall be exchanged 
and converted into one share cf “ommon Stock of MDS; except that any 
Common Shares of Atron held by MDS on the Effective Date shall not 
be so exchanged and converted, but shall instead be cancelled; and 
provided, however, that no holder of issued and outstanding Common 
Shares of Atron shall be entitled to receive any certificate for a 
fractional share of Common Stock of MDS, but any holder of Common 
_ Shares of Atron entitled to any such fraction shall have the 
rights provided in subparagraph (e) below; and provided further, 
that no shares of Common Stock of MDS shall be issued in respect 
i of any Common Shares of Atron the holder »f which shall have filed 
j written objection to the merger and demanded payment for his 
shares pursuant to Section 301.44 of the Minnesota Business Corporatio 
Act and who has not withdrawn such objection and demand, such holders 
to have only the rights provided by said Section 301.44. 
(bo) At the Effective Date, each of the one thousand shares 
of Common Stock of MDSA, par value $1.00 per share, then issued 
and outstanding shall continue to represent the same number of 
shares of Common Stock, par value $1.00 per share, of the 
; Surviving Corporation and the stated capital with which the 
Surviving Corporation shall begin business shall be $1,000. 
# (c) At the Effective Date, each qualified stock option 
f and Warrant to purchase Common Shares, par value 202 per share, 
} of pre then issued and outstanding shall thereafter entitle 
the holder of such option or Warrant upon the exercise thereof 


to receive one-fourth (1/4th) of a share of MDS Common Stock 
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for each full Common Share of Atron covered thereby (with 


fractional shares not to be issued and any payment received 7 | 
on accourit of such fraction to be refunded) and the exercise 
price per share of MNS Commun Stock shall be four (4) times 
the exercise price per Atron Common Share covered by such an 
option or Warrant, as the case may be, with appropriate anti- 
dilution adjustments in accordance with the option or Warrant 
agreement, as the case may be, in the event of certain corporate 
actions by MDS. | 

(a) After the Effective Date, each holder of a certificate 
or certificates theretofore representing outstanding Common Shares © 
of Atron (other than MDS and other than such shareholders of Atron 
who shall have filed written objection to the merger and demanded 
payment of the value of their shares of Atron pursuant to the 
aforesaid Section 301.44) shall surrender the same to the Surviving 
Corporation or its Agent (to be designated) and shall receive in 
exchange therefor a certificate or certificates representing the 
number of whole shares of Common Stock of MDS into which such 
Common Shares of Atron have been converted. Until so surrendered, 
each outstanding certificate which, prior to the Effective Date, repr 
sented Common Shares of Atron (other than as aesevibed above) shall, 
upon and after the Effective Date, be deemed for all corporate purpos 
to evidence the number of whole shares. of Common Stock of MDS into wh 
che same shall have been converted. All certificates representing 
Common Shares of Atron surrendered will be cancelled. 

(e) No scrip or certificate representing fractional shares 
of Common Stock of MDS will be issued. Upon the surrender by the 


‘holder, after the Effective Date, of a certificate or certificates 


enn) 
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3 . theretofore issued representing outstanding Common Shares of 

i Atron (other than certificates held by shareholders of Atrcen 

e who shall have filed effective written objection to the merger 

i and demanded payment of the value of their shares of Atron 
pursuant to the aforesaid Section 301.44) to the Surviving 

“ Corporation or its Agent (to be designated), MDS will pay to such 
4 holder, without interest, an amount of cash equal to the product 
| of the per share closing price, sinter way, on the New York 

, Stock Exchange on the Effective Date (or, if no shares of MDS 

i Common Stock are traded on that date on the Exchange, on the 


next preceding date on which shares of MDS Common Stock were 

traded) of MDS Common Stock multiplied by the fractional 

interest to which such holder is entitled. : cr 
It. Representations, Warranties and Agreements of Atron. 

- Atron represents and warrants to and oe with 
MDS and MDSA as follows: 

1. Atron has been duly organized and is validly 
existing in good standing under the awe of the State of Minnesota 
with all requisite init and authority (corporate and other) to 
own its property and conduct its business as presently being 
conducted; and is duly qualified to do business and in good 


standing in all jurisdictiors in which the ownership and lease 


Noe Roe - reve sealing 


of property or the conduct of its business makes such qualification 
necessary. Atron has no subsidiaries. 

2. The authorized capital stock of Atron consists of 
5,000,000 Common Shares, par value 20¢ per share. On January 
31, 1971 there were 1,088,573 shares issued and outstanding 
(an additional 6,500 shares being held in the treasury ) ane 


SE ey I Se © eee © 
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203,089 shares reserved for issuance upon exercise of out- 
standing options and Warrants. All of such issued and outstanding 
Common Shares have been validly issued and are fully paid and 
hon-assesSable, Other than as set forth above, there are no 
outstanding options, warrants or agreements granting rights to 
purchase any Common Shares of Atron. 

3. Atron has delivered to MDS (a) its Balance Sheet 
as at September 30, 1970, Statement of Operations and Deficit for 
the 12 months then ended and Statement of Source and Application 
of Funds for the 12 months then ended, together with a report 
of Hurdman and Cranstoun, Penney & Co., independent public 
accountants, wich respect to such financial Statements, and 
(b) its Balance Sheet as at December 31, 1970 and its Statement 
of Operations and Deficit for the three months then ended, pre- 
pared by Atron. Said financial statements and related notes 
are correct and complete in all material respects and fairly 
present the financial position (including all known contingent 
liabilities) of Atron as at the date of each Balance Sheet and 
the results of its operations and its source and application 
of funds for the respective periods covered by such Statements 
of Operations and Deficit and Statement of Source and Application 
of Funds. Such financial statements have veen prepared in 
accordance with generally accepted accounting principles 
consistently applied throughout the periods involved. Since 


December 31, 1970 there has been no change in the business, 


financial condition or results of operations of Atron except 


-——@ 
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changes in the ordinary course of business which in the 


aggregate have not been materially adverse or changes which 

are specifically permitted or required by this Agreement or 

to which MDS may consent in writing or changes of which Atron 
has in writing advised MDS prior to the exeéution hereof. The 
inventory of Atron shown on its Balance Sheet as at December 31, 
1970 consisted, and any inventory acquired since December 31, 
1970 will consist, of items of a quantity and qu.lity usable 
and saleable in the normal course of business, and the values 


thereof are stated at the lower of cost or market; and the accounts 


receivable shown on its Balance Sheet as at December 31, 1970, after 
taking into account the reserves for doubtful accounts shown thereon 
(which are adequate on the basis of past experience), are, and those 
created thereafter, subject to reserves for doubtful cccounts of 

the same order and character as shown on such Balance Sheet, 

will be, collectible and are and will be based on bona fide sales 

or leases to customers and subject, in the case of sales, to 

no return privileges. 

4. There are no actions, suits or proceedings pending, 
or to the knowledge of Atron threatened, against or affecting Atron 
or of which any property or rights of Atron are the subject, at 
law or in equity, or before any governmental or administrative 
body or agency, which, alone or in the aggregate, materially and 
adversely affect or might materially and adversely affect the 
business, properties and rights of Atron or the ability of Atron 
to carry out the transactions contemplated by this Agreement. 

. All actions, suits or proceedings pending, or to the knowledge of 


Atron threatened, are noted on the lists furnished pursuant to 
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Sections 8 and 16 of this Article II. To the best of its 
knowledge, Atron is not in default under any material agreement 
to which it is a party, except as stated in such latter list. 

5. Except for immaterial amounts, Atron has no 
liabilities, absolute or contingent, other than those shown or 
reserved against on its Balance Sheet as at December 3, 1970 
or contained in the agreements shown. on the list furnished 
pursuant to Section 16 of this Article ITI or incurred in the 
ordinary course of business since December 31, 1970 or otherwise 
permitted or required by this Agreement or to which MDS may 
consent 4n writing, and the state and Federal income, sales and/or 
franchise tax liabilities of Atron as at December 31, 1970 are | 
fully reflected on its Balance Sheet as at December 31, 1970. 

6. Neither the execution and delivery of this 
Agreement nor the consummation of the merger herein contemplated 
and the fulfillment of the terms hereof will conflict with or 
result in a breach of any of the terms or provisions of, con- 
stitute a default under, or invalidate or give any other party 
any rights of cancellation or termination of, the Articles of 
Incorporation, as amended, or By-Laws of Atron, any note, | 
indenture, mortgage, deed of trust, me*=rial contract, or other 
agreement or instrument to which Atron is a party or by which 
Atron is bound or any law or order, rule, regulation, writ, 
injunction or decree of any government, governmental instrumentalit: 
or court having jurisdiction over Atron or any of its assets or 
rights, or, subject to the provisions of Section 301.44 of the 
Minnesota Business Corporation Act, result in the creation or 


imposition of any lien, charge or encumbrance of any kind what- 


——gj— 
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soever on any of such assets or rights. 

7. Atron has good and marketable title to all of 
its property, including all property and rights reflected in its 
Balance Sheet as at December 31, 1970 (except for property sold 
or disposed of in the ordinary course of business subsequent 


to such date) and any additional property or assets resulting 


.from operations subsequent to such date, free and clear of any 


defect in title, subject to no liens or encumbrances except the 
lien of taxes not yet due and those reflected on said Balance 
Sheet; the leases of real or personal property described in the 
written list delivered under Section 16 of this Article II are 
good, valid and binding leases and, upon consummation of the 
merger provided for herein, will entitle MDSA to the use and 
possession of the real or personal property purported: to: be 
covered thereby for the terms specified in such leases for the 
purposes for which such real or personal property is now used by 
Atron; and the agreements covering equipment owned by Atron and 
leased to others (described in such written list) are good, valid 
and binding agreements and upon consummation of the merger provided 
for herein, will entitle MDSA to the rentals provided for therein. 
8. Atron has delivered to MDS, signed by Atron's _ . 
President, a true, correct and complete schedule, or schedules, 
and brief description of all patents, patent applications, | 
copyrights, trademarks and trade names owned by or registered 
in the name of Atron, and all patent license agreements to 
which Atron is a party. Except as otherwise set forth 
in such schedule. or schedules, Atron possesses all right, title 
and interest in and to all the patents, patent applications, copy- 
rights, trademarks and trade names described or refei.ed to therein 


and, to the best of its knowlcdge, the right to use all formulae 
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trade secrets, inventions, and results of research and develop- 


“ment work which are used by it in the conduct of its business. 
Atron is not in default in the performance of any covenant or 
condition of any agreement, license, franchise, or other contract 
or commitment related to any patent, patent application, trade 
secret or invention pursuant to which it possesses any such 
right, title or interest and there exists no event, circumstance 
or condition which, with notice or lapse of time, .or both, would 
constitute such a default. All such agreements, licenses, 
franchises or other contracts or commitments, or assignments 
of any patents pursuant to which Atron possesses any such right, 
title or interest are in full force and effect and are legally 
valid and binding upon and are enforceable by the parties thereto 
in accordance with their respective terms. 

9. To the best of Atron's knowledge, except as set 

forth on the list delivered under Section 8 of this Article II, 
none of the material patents, patent applications, copyright, 
trademarks, trade names, formulae, licenses or inventions of 
Atron are being contested,.and no trademarks, trade names, 
copyrights or patents owned or used, or licenses held, by others 
materially adversely interfere with the business and operations - 
of Atron as presently being conducted or as presently contemplated 
to be conducted. | 

10. Since December 31, 1970 Atron has not, except 
as otherwise specifically permitted or required by this Agreement, 


without the written consent of MDS: 


i3. 
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(A) incurred any material and substantial obligation 
or liability, absolute or contingent, except current 
liabilities incurred and obligations under purchase and 
sales contracts entered into in the ordinary course of 
business; 

(B) discharged or satisfied any lien or encumbrance or 
paid any obligation or liability, absolute or contingent, 
other than current liabilities shown on its Balance Sheet 
as at December 31, 1970 and current liabilities incurred 
Since .ch date in the ordinary course of business; 

(C) entered into any contracts outside the ordinary 
course of its business; 

(D) disposed of all or any material portion of its 
assets or business other than in the ordinary course of 
business; | 

(E) authorized or made any distribution to the holders 
of Atron's Common Shares of any assets by way of dividends 
or otherwise; | 

(F) issued, sold or otherwise disposed of any additional 
Common Shares or other secvrities or options to purchase 
exercise of outstanding qualified employee stock options and 
outstanding Warrants; or 

(G) increased the salaries of any of its officers or 
entered into an employment contract with anyone. 


ll. To the best of its knowledge Atron has complied 


Closing Date hereunder to keep the business organization of | 


14, 
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with 221 jaws, regulations and ordinances applicable to its 


business. 


12. Atron ¥ill use its best efforts through the | 


Atron intact, to make available to MDS and MDSA the services 
of presont cfficers and employees thereof, and to preserve for 
MDS and MDSA relationsnips with customers, suppliers and others 
having busines rciations with Atron. 
13. Atron has not purchased or disposed of or agreed 
to purchase or dispose of since December 31, 1970 and will not 
purchase or dispose of or agree to purchase or dispose of any 
shares of Common Stock of MDS, or any puts, calls, spreads, straddle: 
strips, straps or options with respect thereto prior to the 
Closing Date or the abandonment of the merger’ contemplated hereby. 
14. Atron has not retained any broker or agent with 

respect to the merger contemplated hereby and has dealt with no one 
purporting to act in such capacity. 
15. This Agreement has been duly authorized 
by the Board of Directors of Atron and. duly executed ~~ **°- 
by a majority of its directors. wetee s 

- 16. Atron does not have, and will not have at ‘the 
Closing Date, any employment con‘racts, pension, bonus or-group 
insurance plans, profit sharing plans or arrangements, or 
stock repurchase agreements, other than those disclosed on a 
written list thereof, signed by Atron's President, heretofore 


delivered to MDS. Such list shall also include all manufacturing, 
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agency, service or maintenance contracts, leases of real or 
personal property, and material contracts not made in the 
ordinary course of business and involving in excess of $25,000, 


to which Atron was a party on January 31, 1971; and Atron 


shall not have entered, and will not entér, into any such contracts 


or leases after January 31, 1971. 

; 17. Atron will not take any action which would result 
in any of the foregoing representations and warranties being untrue 
at any time between the date hereof and the Closing Date. 

18. Atron will supply MDS with whatever information 
MDS requests which is necessary to comply with the Federal 
Securities Laws, and the rules and regulations of the Securities | 
and Exchange Commission promulgated thereunder, State securities 
("Blue Sky") laws and regulations promulgated thereunder and the 
rules and regulations of the New Torx Stock Exchange with respect 
to the lis ing on said Exchange of the shares of Common Stock of 
MDS -to be issued in connection with the transactions contemplated 
by this Agreement; and such information will in all respects 
be true, correct and complete. 
. _ 19. Atron will at all times prior to the Closing Date, 
or the abandonment of this Agreement as hereinafter provided, 


open its plants, offices, warehouses, books, accounts and records 


I 
| 
| 
| 


bd for full and unrestricted examination and inspection ', MDS, its 
officers, employees, counsel, engineers, accountants .-* agents. 
Any information or other data obtained as a result of such 

4 examination and inspection shall be.deemed prosrietary -nd shall be 
confidential and shall not be disclosed by MDS .r any of its 

® 
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representatives to anyone for a period of three years from 


16. 


the date hereof unless the transactions contemplated hereby 

shall be consumnated; provided that the disclosure restrictions 
herein contained shall not alter in any way the effect of any 

data disclosure or use provisions contained in any previous 
agreements between MDS and Atron or apply to any data or infor- 
mation which is ‘in the public domain or which has been or is in 
the future disclosed by Atron to third parties without restriction. 

20. Atron will cause a special meeting of its share- 
holders to be called and held as soon as practicable, but in any 
event on or prior to May 15, 1971, will duly submit this 
Agreement to its shareholders for adoption and approval, will 
solicit their proxies in favor thereof by means of a proxy 
statement and other soliciting material meeting the requirements 
of the Securities Exchange Act of 1934, as amended, and will 
recommend that its shareholders authorize, approve and adopt 
this Agreement. Atron will promptly notify MDS of the actions 
taken by its shareholders at such meeting, and will certify to 
MDS the name and address and the number of Common Shares held 
by each shareholder of Atron who shall have filed effective 
written objection to the merger and demanded payment of the 
value of his Common Shares and who shall not have voted for the 
approval and adoption of the merger. 

21. Atron will carry out all agreements madc b; it 
herein and will use its best efforts to cause all conditions 
precedent to the obligations of MDS as hereinafter sct forth 
to be satisficd on or prior to the Closing Datc. 

22. Atron has delivered to MDS a schedule showing 


ownership of securities of Atron by each director and officer of 


Atron, by members of their immediate families, by “aucociates" 
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(as that term is de ttnedbytne-enerat Rules and Regulations 


promulgated under the Securities Exchange Act of 1934, as amended ) 


of Atron directors and officers, and by any other person who, 
to the knowledge of Atron or any of its directors or officers, 
owns beneficially 5% or more of the issued and outstanding 
Common Shares of Atron or who may be considered directly or 
indirectly to control or. be controlled by or under common 
control with Ateon. ; 

III. Representations, Warranties and Agreements of MDS. 
represents and warrants to and agrees with Atron as follows: 

1. MDS is, and as of the Effective Date will be, a 
corporation duly organized and validly existing in good standing 
under the laws of the State of New York with all requisite power 
and authority (corporate and other) to own its property and 
conduct its business as presently being conducted. 

2. The authorized capital stock of MDS consi3ts of 
1,000,000 shares of Preferred Stock, none of which has been issuec, 
and 15,000,000 shares of Common Stock, par value 10? per share, 
of which,at January 31, 1971, 5,483,962 shares were issued and 
outstanding, 550,325 shares were reserved for issuance under MDS! 
Stock Purchase and Stock Option Plans, and 533,805 shares were 
reserved for issuance upon conversion of the convertible debt 
securities of MDS and an international finance subsidiary. 

All of the issued and outstanding shares of Common Stock of MDS 
are, and all shares issued to the shareholders of Atron pursuant 
to the merger contemplated by this Agreement will be, validly 
issued, fully paid and non-assessable. 

3. MDS has delivered to Atron (a) its consolidated 
balance sheet as at July 31, 1970, consolidated statements of 
income and capital in excess of par valuc and retained carnings 


for the year then ended and consolidated statement of funds for 
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the year then ended, together with a report of S. D. Leidesdorf 
& Co., independent public accountants, with respect to such 
financial statements, and (b) its consolidated balance sheet as 
at October 31, 1970 and consolidated statements of income and 
capital in excess of par value and retained eustithes for the 
three months then ended, prepared by MDS. Said financial state- 
ments and related notes are correct and complete in all material 
respects and fairly present the financial position (including 
€@11 known contingent liabilities) of MDS and its subsidiaries 
as at the date of each balance sheet and the results of its 
operations and its use of funds for the respective periods 
covered by such financial statements. Such financial 
Statements have been prepared in accordance with generally 
accepted accounting principles consistently applied throughout 
the periods involved. Since October 31, 1970 there has been no 
change in the business, financial condition or results of 
Operations of MDS except changes in the ordinary course of 
business which in the aggregate have not been materially udverse 
or changes which are specifically permitted or required by this 
Agreement or to which Atron may consent in writing or changes of 
which MDS has advised Atron in writing prior to the execution 
hereof. 

4, The Common Stock of MDS is listed on the New York 
Stock Exchange and MDS will use its best efforts to obtain 
at its expense listing, on or before the Effective Date, of 


‘the shares of MDS Common Stock to be issued in connection 


with the transactions contemplated by this Agreement. 
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5. MDS will, as the sole stockholder of MDSA, 
authorize and adopt this Agreement by its written consent, in 
accordance with the provisions of Section 228 of the General 
Corporation Law of the State of Delaware and Section 301.42 
of the Minnesota Business Corporation Act. 

6: MDS will issue and deliver all shares of MDS 
Common Stock into which the Common Shares of Atron are to be 
converted on the Effective Date and will reserve for issuance 
and will,upon the exercise of outstanding Warrants and options 
to purchase Common Shares of Atron, issue and deliver the es 
additional shares of MDS Common Stock to be issued in connection 
with transactions contemplated by this Agreement. 

IV. Representations, Warranties and Agreements of MDSA. MDSA 
represents and warrants to and agrees with Atron as follows: 

1. MDSA is, and at all times prior to the Effective 
Date will be, a corporation duly organized and validly existing 
in good standing under the laws of the State of Delaware. ; 

2. The authorized capital stock of MDSA consists of 
1,000 shares of Common Stock having a par value of $1.00 per 
share, all of which shares are issued and outstanding and owned 
by MDS. All of the {issued and outstanding shares of Common 
Stock of MDSA have been validly issued and are fully paid and 


non-assessable. 
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3+ This Agreement has been duly authorized by 


the Board ©” Directors of MDSA. 

| MDSA will not have, prior to the consummation of 
the merger, any commitments or liabilities except those incurred 
by it in connection with the transactions contemplated hereby. 


5+ MDSA agrees that it may be served with process 


. in the State of Minnesota in any proceeding for enforcement 


of any obligation of Atron, as well as for enforcement of 
on obligation resulting from the provisions of Section 301.44, 
of the Minnesota Statutes. MDSA hereby dyrevocably appoints 
the Secretary of State of the State of Minnesota as its agent 
to accept service of process in any such suit or other proceeding. 
MDSA agrees that a copy of such process shall be mailed by the 
Secretary of State to MDSA at Palisade Street, Herkimer, New 
York 13350. MDSA agrees that in any such suit or proceeding 
service of process upon MDSA may be made in any one of the manners 
set forth in Section 303.13 of the Minnesota Statutes. tg 

V. The Closing and Conditions Precedent Thereto. “The 
closing under this agreement (the "Closing") shall be heid 
at the offices of Messrs. Beekman & Bogue, Five Hanover Square, 
New York, N. Y. at 11:00 A. M., New York time, on the third 
business day after the later of (1) the Atron shareholders? 
meeting referred to in Article II hereof, and (ii) the receipt by 
Atron of the ruling of the Internal Revenue Service or the legal 
opinion referred to in Section 1(d) of this Article V, or at such 
other time and place as the parties hereto shall agree (the : 
“Closing Date"). 

| 1. As hereinafter provided, the obligations of MDS, 


MDSA and Atron to consummate the transactions contemplated by 


this Areement shall be subject to the following conditions 
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precedent: 


(a) All transactions contemplated hereby which 
are legally required to be approved by the stockholders of the 
Constituent Corporations shall have been approved by the 
respective requisite statutory action of such stockholders. 

(b) The number of Common Shares of Atron held by all 
‘Shareholders who shall have filed written objections to the merger 
and demanded payment for their shares pursuant to, Section 301.44 
of the Minnesota Business Corporation Act and who did not vote in 
favor of the merger shall not exceed 10% of the aggregate number 
of Atron's outstanding Common Shares; provided, eiiver that 
MDS and MDSA shall have the right, but shall not be obligated, to 
proceed with the Closing and the consummation of the merger 


contemplated hereby even though such number of Common Shares 


does in fact exceed 10% of the aggregate number of Atron's 


outstanding Common Shares. 
(c) The shares of Common Stock of MDS to be issued 
in connection with the transactions contemplated by this Agreement 
shall have been listed on the New York Stock Exchange subject to 
official notice of issuance. , j bse HES 
(a) Atron shall have received a ruling of the Internal 
Revenue Service to the effect that no gain or loss shall be recog- 
nized by Atron as a result of the merger, and as to Atron share - 
holders, (1) the consummation of the merger provided for 
herein will result in neither gain nor loss for Federal 
4ncome tax purposes to the shareholders of Atron, except 
4n connection with any moneys received in lieu of 
fractional interests; (414) the basis of the Common 


Stock of MDS received by Atrons's shareholders will be the same 
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as the basis of Atron shares converted, except that where cash 
is received in lieu of fractional s‘ares, such basis will te 
reduced by the excess of the cash recwnved over the taxable gain; 
and (111) the holding period for the Common Stock of MDS re-" 
ceived by the sharenolders of Atron will include the holding 
period of the Atron shares converted, provided ‘that the shares 
Surrencered constituted a capital asset in the hands of the 
Atron shareholders; or, in the event that no such ruling shall 
have been issued by the time of completion of Atron's share- 
holders' meeting but Messrs. Dorsey, Marquart, Windhorst, West 
& Halladay shall have received reasonable assurance from the 
staff of the Internal Revenue Service that a favorable ruling 
will issue in due course, an opinion of such counsel to the 
foregoing effect. It agreed that such opinion will be 
rendered promptly upon receipt of such assurances. a 

(e) No injunction, order or decree issued by a court - 
or administrative agency of competent jurisdiction shall be -in 


effect restraining the consummation of the merger contemplated 


hereby. ptt Gene 2 € Sack 
(f) All corporate proceedings and other legal matters 

relating to this Agreement, and all other transactions in 

connection therewith shall be Satisfactory to Messrs. Beekman 

& Bogue, counsel for MDS, and Atron shall have furnished such 

counsel such documents as they may have reasonably requested 


for the purpose of enabling them to pass upon such matters.: 
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(g@) The representations and warranties made by 
Atron in this Ay -* aent shall be true as of the Closing Date 
with the same effect as if made on and as of the Closing 
Date and all agreements herein contained on the part of Atron 
to be performed on or prior to the Closing Date shall have been 


Guly performed; and MDS shall have received a certificate signed 


by the President of Atron to such effect. 


(h) MDS shall have received the written opinion of 


Messrs. Dorsey, Marquart, Windhorst, West & Halladay, counsel 


to Atron, dated the Closing Date, in form and substance satisfactorss 


to Messrs. Beekman & Bogue, to the effect that: Atron has 

been duly incorporated and is then validly existing as a corp- 
Oration under the laws of the State cf Minnesota with a capitali- 
zation as represented in this Agreement and is duly authorized 
to own the property owned by it and carry on the tusinese 
presently carried on by it; Atron has no subsidiaries; Atron 

is duly qualified to do business and is in good standing in all 
jurisdictions in which the ownership or lease of property or the: 
conduct of its business makes such qualification necessary; the 
Common Shares of Atron have been duly and validly authorized 

by all necessary corporate action, and the outstanding Common 
Shares have been validly issued and are fully paid and non- 
assessable, and no personal liability attaches to the ouiauhto 
thereof; all necessary action has been taken for the due 
authorization of the execution and performance by Atron of 


this Agreement, including the due authorization of this Agree- 
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ment by the Board of Directors and Shareholders of Atron, all in 
accordance with the provisions of Section 301.42 of the Minnesota 
Business Corporation Act; the leases of real and personal property 
described in the written list delivered under Section 16 of 
Article II hereof are good, valid and binding leases and 
upon the consummation of the merger will entitle MDSA to the use 
and possession of the real and personal property purported to be 
covered thereby for the terms specified in such leases for the 
purposes for which such real and personal property is used by 
Atron, and to the rentals payable to Atron for the equipment 
owned by it and leased to others; and the filing with the Secretary 
of State of the State of Delaware of this Agreement under Section 
252 of the General Corporation Law of the State of Delaware and the 
issuance of a Certificate of Merger by the Secretary of State of the 
State of Minnesota following the filing of this Agreement in his 
office as contemplated by this Agreement, will be sufficient to ves 
in MDSA on the Effective Date all such right, title and interest ir 
and to all the property, real, personal and mixed, of -—- <> <-:° 
Atron (including privileges, franchises, contracts, 
choses in action, leases, agreements, claims, demands and 
good will) as were vested in Atron immediately prior ta- 
the issuance of such Certificate; the consummation of the merger 
herein contemplated and the fulfillment of the terms hereof will 
not conflict with or result in a breach of any of the terms and 
provisions of, constitute a default under, or invalidate or give 
any other party any right of cancellation or termination of, the 
Articles of Incorporation or the By-Laws of Atron, any note, 


indenture, mortgage, deed of trust, patent license agreement, 


vided signed copies thereof shall be furnished to MDS on the Closin 
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royalty contract, patent, assignment of any patent or patent 


° 25. 
application, or other agreement or instrument to which Atron 
is a party or by which Atron is bound or, to the best of the 
knowledge of such counsel, Of any law, rule, regulation, writ, 
injunction or decree of any government, governmental instru- 
mentality or court having jurisdiction over Atron or over any 
of its property, and, subject to Section 301.44 of the 
Minnesota Business Corporation Act, result in the creation or 
4mposition of any lien, charge or encumbrance of any kind 
whatsoever on any of such assets or rights. 

In rendering such opinion, Messrs. Dorsey, Marquart, 
Windhorst, West & Halladay may rely as to all matters of fact upon 
the representations and warranties contained herein and upon 


certificates and statements of officers and responsible employees 


of and acc “ntants for Atron ind MDS; in connection with the 


qualification of Atron to do business in jurisdictions other than ti 


State of Minnesota and its good standing therein, .1ch counsel may 


rely upon opinions rendered by local counsel satisfactory to MDS pr 


Date, or upon certificates issued by proper officials. 

(14) All corporate proceedings and other legal matters 
relating to this Agreement, and all other transactions ‘ee 
connection therewith shall be satisfactory to Messrs. Dorsey, 
Marquart, Windhorst, West & Halladay, counsel for Atron, and 
MDS and MDSA shall have furnished such counsel such documents 


as they may have reasonably requested for the purpose of 


enabling them to pass upon such matters. 
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(J) The representations and warranties of MDS 


ry 
oO. 
> 


and MDSA shall be true as of the Closing Date with the same 
effect as if made on and as of the Closing Date and all 
agreements herein contained on the part of MDS and MDSA to be 
performed on or prior to the Closing Date shall have been 
duly performed; and Atron shall have received a certificate 
to such effect signed by the Presidents of MDS and MDSA. 

(K) Atron shall have received the written opinion 
of Messrs. Beekman & Bogue, dated the Closing Date, in form 
and substance satisfactory to Messrs. Dorsey, Marquart, Windhorst, 
West & Halladay, to the effect that: MDS and MLSA have been 
duly incorporated and are then validly existing as corporations 
in good standing under the laws of the States of New York and 
Delaware, respectively, wi’h an authorized capitalization as 
represented in this Agreement; MDS and MDSA have power and 
authority to own the property owned by them and to carry on the 
business presently carried on by them and by Atron; all necessary 


action has been taken for the due authorization of the execution 


due authorization and approvai of this Agreement by the Board 
of Directors of MDS and MDS a, tne due authorization and 
adoption of this Agreement by the sole stockholder of MDSA 

in accordance with the provisions of Section 252 of the 
General Corporation Law of the State of Delaware and the due 
authorization and reservation of the shares of Common Stock of 
MDS issuable upon the exercise of the outstanding options and 


Warrants of Atron; the shares of Common Stock of MDS into which 


| 
) 
| 


‘ to be issued pursuant to this Agreement have been listed 
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the outstanding Common Shares of Atron are to be converted 
pursuant to this Agreement, and which are to be issued pursusnt 
to this Agreement upon the exercise of the c forementioned 
option and Warrants will be duly issued, fully paid and 
non-assessable, and no personal liability will attached to 


the ownership thereof; and the shares of Common Stock of MDS 


on the New York Stock Exchange subject to official notice of 


issuance, 


In rendering such opinion, Messrs. Beekman & Bogue ., 
may rely as to all matters of fact upon the representations and 
warranties dontained herein and upon certificates and statements 
of officers and responsible employees of and accountants for 
MDS, MDSA and Atron. 

(1) MDS shall have received commitments and 
undertakings, in form and substance satisfactory to MDS, of 


each of the following shareholders of Atron: 


Robert J. Gountanis Finley E. McLeod and 
,; Ruth E. McLeod JT Ten 


Robert J. Gountanis and 
Eva Nancy Gountanis JT Ten Herman Osofsky and 
Audrey J. Osofsky JT Ten 


Mark M, Koschmann and Dennis C. Stanga and 
Dorothy L. Koschmann JT Ten Marlene B, Stanga JT Ten 


Finley E. McLeod ’ Joseph S, Stoutenburgh 
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and of any other person who might, In the opinion of ccunsel 


for MDS,be considered an "underwriter" within the meaning of 
Rule 133 of the General Rules and Regulations under the 


Securities Act of 1933, as amended (the "Securities Act"), 


to the effect that the Common Stock of MDS received by such 
person in connection with *: + merger will not be sold, 
distributed or otherwise dispoted of in violation of the 


Securities Act and the rules and regulations thereunder (it 


being understood that such shares may be disposed of in accordance 
with the provisions of paragraphs (ad) and (e) of Rule 133 under 
the Securities Act); and certificates representing such shares 

of Common Stock of MDS subject to such commitments and undertakings 
shall bear a leger@ to such effect, and appropriate stop 

transfer orders shall be lodged with the transfer agents for 

the. Common Stock of MDS; prevaded, that after the Effective 

Date, MDS shall issue certificates wha ‘h do not contain such 

a legend and remove such stop transfer orders (i) in connection 
with any disposition of shares in accordance with the provisions 
of paragraphs (da) and (e) of Rule 133 under the #deueltids 

Act, provided MDS shall have received representations satisfactory 
to its counsel that such provisions have been or will »e complied 
with in connection with such disposition, (ii) on and after such 
date as restrictions upon the sale, distribution or 

Other disposition of such shares represented thereby, either in 
the opinion of counsel for MDS or pursuant to a “no-action" 
letter which may be issued by the Securities and Exchange 


Commission with respect thereto, are no longer required under 


| 
| 
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the Securities Act, or (441) in connection with any transaction 
in which any such shares are sold, distributed or otherwise 
disposed of pursuant to and in accordance with a registration 
statement which has become and is effective under the 
Securities Act (but MDS shall not be obligated to file any 
sucn registration statement). 

The conditions set forth in paragraphs (b), (f) 
through (h) and (1) above shall be conditions precedent 
to MDS's and MDSA's obligations under Section 2 of this 
Article V; the conditions set forth in paragraphs (d), (1), 
(j) and (k) above shall be conditions precedent to Atron's 
obligations under said Section; and the conditions set forth 
in parazraphs (a), (c) and (e) shall be conditions precedent 
to the obligations of all parties. All conditions other 


than (a), (c), (ad) and (e) may be waived by the party to 


whose obligations it is a condition. 

2. At the Closing, the documents referred to.in — 
Section 1 of this Article V will be delivered and the other . 
matters referred to therein carried out. Upon completion. of 
such action, this Agreement, duly authenticated, subscribed and 
sworn to, will be submitted to the Secretaries of State of the | 
States of Delaware and Minnesota for filing arm recording and 
for the issuance by the Secretary of State of the State of 
Minnesota of a Certificate of Merger with respect thereto, all 
as set forth in Article 1 of this Agreement. 

3 3. It is understood thet delivery of certificates 
representing Common Shares of Atron will not constitute a good 
delivery on the New York Stock Exchange of shares of Common 
Stock of MDS and that, in order to make good delivery of the MDS 


7 
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stock into which the Atron stock has been converted pursuant 


to this Agreement, it will be necessary for former holders of Atror 
stock to exchange their Atron certificates for MDS Common Stock 
certificates. 

4, MDS will deliver at the Closing one or more 
instruments in form satisfactory to counsel for Atron with 
‘ respect to the issuance by MDS of shares of its Common Stock 
to employees of Atron holding qualified stock options covering 
33,089 Common Shares of Atron and to holders of Warrants of | 
Atron covering an aggregate of 170,000 Common Shares of Atron, 
s0 that each holder of any such option or Warrant upon the exercise 
thereof will receive one-fourth (1/4th) of a share of MDS 
Common Stock for each full Common Share of Atron covered thereby 
(with fractional shares not to be issued and-any payment received 
on account of such fraction to ve refunded); such instruments 
will provide for an exercise price per share of MDS Common Stock 
which shali be four times the exercise price per Atron Common 
Share contained in the options or warrants, as the case may be, 
and will include provisions that appropriate anti-dilution 
adjustments will be- made in accordance with the option agreements 
or Warrants, as the case may be, in the event of certain 
corporate actions by MD%. “e 

VI. After the Closing. Immediately after the Closing 
under this Agreement hereinabove provided foi, Atron will give 
irrevocable instructions to the transfer agents for its Common 
Shares with respect to the permanent closing of the stock 
transfer books and records relating to such Common Shares in 


accordance with the provisions of this Agreement. 
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VII. Abandonment of Agreement. 
i. MDS or Atronm may elect to terminate this 
Agreement and abandon the merger if subsequent to the date 
of this Agreement and prior to the Closing (a) the other party sh2 


suffer any loss by fire, flood, tornada, riot, accident or other 


calamity, whether or r.ot insured, which shall substantially 


and adversely affect the value of its assets or business or (b) 


any representation or warranty nade by the other party shall prove 
substantially untrue. 

2. The party electing to terminate’ this Agreement 
and abandon the merger shall give written notice to the other 
party to that effect and thereupon all obligations hereunder 
shall cease and in that event each party shall bear the legal, 
accounting and other charg’s and expenses incurred by it. 

} 3. This Agreement shall terminate absolutely and 
the merger shall be abandoned if and when (1) it is determined tha 
any ‘one or more of the concitions precedent set forth in Article 
V hereof cannot or will not be complied with for any reason 
other than a default by one st we parties hereto, and (ii) 
the party to whose obligations such condition or conditions 
4s a condition precedent does not waive such condition or 
conditions; or (iii) in any event if the Closing does not 
take place by July 31, 1971, or any later date as to which 
the parties hereto may agree; and thereupon all obligations 


hereunder shall cease and each party shall bear the legal, 


24 r 


accounting and other charges and expenses incurred by it. 
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4, No provision of this Article VII shall affect 


the rights of any party hereto to enforce any claim or 
remedy against a party which shall have defaulted in the 


performance of its obligations hereunder, 


VIII. Notices. All notices under this Agreement 
shall be in writing, and if to pps or MDSA shall be sufficient 
in all respects if delivered in person or sent by mail to 
MDS at Palisade Street, Herkimer, New York 13350, with a 
copy to MDS at 20 E, 46th Street, New York, New York 10017 
and to Messrs. Beekman & Bogue, Five Hanover Square, New York, 
New York 10004, and if to Atron shall be sufficient in all 
respects if delivered in person or sent by mail to Atron at 
1256 Trapp Road, St, Faul, Minnesota 55121, with a copy to 
Messrs. Dorsey, Marquart, Windhorst, West & Halladay, 

2400 First National Bank Building, Minneapolis, Minnesota 


55402, 
IX. Law Governing. Except in instances where 
e the Minnesota Business Corporation Act and/or the General ~ 


Corporation Law of the State of Delaware are applicable, 
this Agreement shall be governed by and construed in accord- 
my ance with the laws of the State of New York as if there were 


no material contacts with any jurisdiction outside New York, 
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X. Entirety of Agreement. This Agreement may not be 


altered, amended or modified except by an instrument in writing 
executed by the parties hereto concurrently herewith or subse- 
quent hereto. It includes all representations ef every kind or 
.mature made by each party to the other parties. 

IN WITNESS WHEREOF, this Agreement and Plan of Merger has 
wei duly executed by MOHAWK DATA SCIENCES CORP. and by MDS- 
ATRON, INC., by a majority of the Directors of MDS-ATRON, INC. 
and by a majority of the Directors of ATRON CORPORATION as of 


the day and year first above written. 


{ Seal) 


MDS-ATRON, “INC.) 


ee wae fe 


~~ 


54 
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A Majority of the Directors of MDS-A 


Secyetary 


A Majority of the Directors of ATRON CORPORATION 


ATTEST: 
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CERTIFICATE 
MDS-ATRON, INC. 


The undersigned does hereby certify that he is the duly 
elected, qualified and acting Secretary of MDS- -Atron, Inc. <a 


& Delaware corporation, and the undersigned does further certify 


as follows: 


The foregoing Agreement and Plan of Merger dated 


as of March 12, 1971 among Mohawk Data Sciences Corp., 
MDS-Atron, Inc. and Atron Corporation was duly 

adopted by the written consent of the ate Stockholder 
vf MDS-Atron, Inc., given on April2/, 1971, in 
accordance with the provisions of Section 228 of the 


General Corporation Law of the State of Delaware. 


April 2, 1971. 
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36. 


CERTIFICATE 
ATRON CORPORATION 


The undersigned does hereby certify that he is the duly 
elected, qualified and acting Assistant Secretary of Atron 
Corporation, a Minnesota corporation, and the undersigned | 


does further certify as follows: 


The foregoing Agreement and Plan of Merger 
Gated as of March 12, 1971 was duly Submitted for 
consideration to the shareholders of Atron 
Corporation at a meeting thereof duly called and 
heid on April3°, 1971. Notice of the time, place 
and object of said meeting was mailed at least two 
—s before the meeting to each shareholder of 
record. At said meeting the Agreement and Plan of 
Merger was adopted by the vote of shareholders 
holding at least two-thirds of the outstanding 


Common Shares of Atron Corporation. 


Dated: April 3°, 1971 


LAA ; 
Assistant Secretary 
Atron Corporation 


of 
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The foregoing Agreement and Plan of Merger having been 
duly executed by Mohawk Data Sciences Covn. and by MDS-Atron, 
Inc., by a majovity of the directors of MDS-Atron, Inc. and 
by a majority of the directors of Atron Corporation, and having 
been duly authorized and adopted by the shareholders of MDS-— 
Atron, Inc. and Atron Corporation, and the fact of such authoriza- 
tions and adoptions having been duly certified on said Agreement 
and Plan of Merger by the respective Secretaries or Assistant 
Secretaries of said corporations, said Agreement and Plan of 
Merger is hereby duly executed on behalf of MDS-Atron, Inc. and 
siened by the President and Secretary or the Assistant Secretary _ 
of MDS-Atron, Inc. and Atron Corporation, and the respective 
seals of said corporations hereto affixed, all on this 30M aay 
of April, 1971. 


(Corporate Seal) 


y Bf clasie 


Ses of 
MDS-Atron, Inc. 


ey me 
: Pe A 3+. yore 2 


President of Atron Corporation 


(Corporate Seal) 
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STATE OF NEW YORK 
88.3: 


COUNTY OF NEW YORK 


On this 307Mhay of April, 1971, before me, a Notary Public 
within and for said County, personally appeared Richard P, 
Rifenburgh and Philip J. Ablove to me personally known, who,being 
each by me duly sworn on oath did Say that they are respectively 
the President and the Secretary of MDS-Atron, Inc., the corporation 
named in the foregoing instrument, and that the seal affixed to 
said instrument is the corporate seal of said corporation, and 
that said instrument was Signed and sealed in behalf of said 
corporation by authority of its Stockholder and said Richard P. 
Rifenburgh and Philip J. Ablove acknowledged said instrument to 
be the free act and deed of Said corporation and that the facts 
Stated therein are true. 


. 


(Notarial Seal) 


JOHN C. WALTERS 
Notary Public, State of New York 
No. 30-4145180 
: Qualified in Nassau County bd 
Certificate filed in New York County 
STATE OF MINNESOTA Term Expires March 30, 1973 


&8.: 


COUNTY OF Hea pew 


Shareholders and said Joseph S. Stoutenburgh and Dennis C. Stanga 
acknowledged said instrument to be the free act and deed of said 


corporation, 
ai: 


Notary Public 


(Notarial Seal ) THOMAS M. BROWN 
Notary Public, Henncrin County, Minn. 
My Commission Expires Feb. 20, 1976. 


5 36a 


627 


Plaintiffs' Exhibit 16 


Minutes of a Regular Meeting 
of the 
Board of Directors 
of 


MOHAWK DATA SCIENCES CORP. 


Held March 2, 1971 


A Regular Meeting of the Board of Directors was held at Kings Inn, 
Freeport, Grand Bahamas, on March 2, 1971, at 10:00 A.M. 


There were present: 


4 Messrs. V. E. Johnson 
R. P. Rifenburgh 
Wayne Wells 
Richard L. Karpen 
Robert Groben 
Paul R. Judy 
Lorne H. King 
Herbert Roth, Jr. 

* Patrick B. Smith 

Otto Stitz 


constituting a major‘ty of the Directors and a quorum. 

Mr. Philip J. AL: ove, Secretary of the Company, and Mr. Daniel C. A. 
van der Plassche, the Company's Product Line Manager for the System 2400 and 
General Manager of the Company's Belgian subsidiary, attended the meeting by 
invitation. 

Mr. Johnson, Chairman of the Board, presided, and Mr. Ablove kept the 
record of the meeting. Mr. Ablove stated that he had duly mailed the Notice of 


Meeting to all Directors. 


The minutes of the Organization Mecting of the Board held on November 17, 


1970 were approved as distributed. 


: 
L 
i 
S 
i 
5 
; 
é 
‘i 
: 
i 
f 
| 
| 
| 
| 
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The Chairman recited that the first matter to come before the meeting 
was a report from the President. Mr. Rifenburgh then initiated a discussion cf 
corporate weiten which had occurred since the last meeting, including the intro- 
duction of the Company's System 2400 on February 24, 1971, and the signing of ae 
credit agreements in the aggregate amount of $50,000,000. . He stated that Mr. 
Wells would elaborate on the new agreements later in the meeting. 

Mr. xifenburgh then reported on activities of the Company's Federal 
Marketing Group and summarized a report prepared by Robert Pearson, Vice President 
of Federal Systems Marketing. It was noted that the Company had recently contracted 
to supply peripheral equipment for the Department of Defense's world-wide conm- 


munications network (commonly known as Autodin) in the aggregate amount of $2.4 millic 


“with deliveries commencing in the fall of 1971. 


Mr. Rifenburgh next analyzed changes made in the Company's marketing 
organization necessitated by the greater degree of sophistication and Support re- 
quired to market the System 2400. 

Mr. Rifenburgh reported to the Board that at a meeting of the Executiv 
Committee of the Board held on January 6, 1971, John J. Egan, Jr. had been appointed 
Vice. President of End User Marketing; such appointment was confirmed and ratified - 
by the Board and, upon motion duly made, seconded and unanimously carried, it was 

RESOLVED, that the action taken by the Executive Committee of 

the Board of Dicectors on January 6, 1971 in appointing 

JOHN J. EGAN, JR. Vice President of End User Marketiug is 

hereby confirmed and ratified. 

Mr.. Rifenburgh also note¢ that John McManus had been appointed as National 


Sales Manager and would be in charge of the MDS Special Products Group to ma. ket 


specified Company products. 


eo ee 


et eet 
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Mr. Wells distributed a draft of the Quarterly Report for the Second 
Quarter iieide January 31, 1971 ne reported on the Second Quarter results. 

Mr. Wells then reported on the signing of the new Credit Agreements on 
February 26, 1971, pursuant to authorization of the Board and of the Executive 
Committee. The Company on that date entered into a Domestic Credit Agreement 
with six banks providing for the borrowing of w to $27,000,000 over a period of 
three years. Simultaneously, the Company entered into a Multi-Currency ‘redit 
porns. with five banks providing for borrowings in Europe in both local cur- 
rencies and Eurodollars of up to $23,000,000, which would be available Sen hea 
years. It was noted that both Agreements provided the Company with flexibility 
in meeting its anticipated financing requirements. Mr. Wells noted that The 
Chase Manhattan Bank had replaced Chemical Bank as a participant in the Credit 
Agreements and that Marine Midland Bank-Western remains the lead Bank on the 
1970 Domestic Credit Agreement, while The First National Bank of Chicago wiil act 
as Agent under the Multi-Currency Credit Agreement. | 

Mr. Rifenburgh then initiated a discussion of the possible impact of 
the System 2400 on the Company's financial requirements. In this regard, Mr. Wells 
distributed a report on medium term financing siininaniies for the Company 
prepared by A. G. Becker & Co. Incorporated. He and Mr. Judy commented thereon. 
Mr. Rifenburgh reported on the increased space required by the Company to 
monufacture the System 2400. } 

Mr. Wells then mentioned the possibility of a change in the Company's 


fiscal year t-om July 31 and a general discussion followed. 


MDS - Dirs. 
3/2/71 
Page 4. 
It was noted that it would be advisable to elect John C. Walters as 
Assistant Secretary to facilitate the expeditious handling of certain adminis- 
trative matters, and upon motion duly made, seconded and unanimously carried, 


it was 


RESOLVED, that JOHN C. WALTERS is hereby elected an Assistant 
Secretary of the Company to serve at the pleasure »: the Board. 


— = 


Mr. Ablove reported on action taken at various meetings of the Executive 


Committee and Stock Option Committee held since the last meeting of the Board. 


¢ 


It was noted that options granted under the 1970 Stock Option Plan 


would become exercisable after July 9, 1971 and that it would be necessary to 


SE ee ee ee 


= 


lust the shares issuable upon such exercise on the New York Stock Exchange. 


. 


Thereupon, upoi. aotion duly made, seconded and unanimously carried, it was 


— 


RESOLVED, that application be made to the New York Stock Exchange 
for the listing of an aggregate of 400,000 shares of Common Stock, 
par value 1U¢ per share, of this Corpoxation, issuable in connection 
with this Corporation's 1970 Stock Option Plan, and that Wayne Wells, 
Executive Vice President and Treasurer, and Philip J. Ablove, Secretary, 
of this Corporation, be authorized by this Corporation to sign said appli- 
cation, to make any changes therein, or in any documents and agreements 
relative thereto, as may be necessary to conform with requirements for 

ts listing, and to appear (if requested) before officials of such Exchange. 


he 
» 
2, The next matter to come before the meeting was a discussion of the proposed 
merger with Atron Corporation. Mr. Wells distributed a proof of the preliminary proxy 


material which was expected to be filed with the Securities and Exchange Commission tha 


Se ee ee 


weck, as well as a draft of the proposed Agreement and Plan of Merger providing for the 
merger of Atron Corporation into a newly organized subsidiary of the Company.-. Mr. 
Wells then discussed the circumstances surrounding the proposed merger 

and, tegether with Mr. Siteibueeh, outlined the benefits to be derived by the Company 


from such merger. A general discussion then ensued. 
It was then noted that it would be necessary to adopt various resolutions 
with respect to the merger, including approval of the relevant merger documents, the 


e 
~ i] 
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required authorizations to the Company's Transfer Agent and Registrar and the listing oi 


additional shares of the Company's Common Stock on the New York Stock Exchange. Up»: 


motion duly made, seconded and unanimously carried, the following resolutions we 


RESOLVED, that the proposed Agreement and Plan of Merger between 
this Corporation, MDS-Atron, Inc. and Atron Corporation (the "Agreement of 
Merger"), providing for the merger of Atron Corporation into MDS~Atron, Inc., 
in the form presented to this meeting, be, and the same hereby is, in all 
‘respects, approved; and further 


RESOLVED, that the President or eny Vice President of this Corporation 
be, and he hereby is, in the name and on behalf of this Corporation, authorized 
to execute and deliver the Agreement of Merger in the form presented to this 
meeting, with sucn changes therein as such officer executing the same shall deen 
necessary or appropriate, upon the advice of counsel; and further 


Ri SOLVED, that the President or any Vice President of this Corporation © 
be, atid he hereby is, in the name and on behalf of this Corporation, authorized 
to execute a Consent to Corporate Action as the sole stockholder of MDS-Atron, 
Inc., adopting the Agreement of Merger on behalf of MDS-Atron, Inc. ; and further 


RESOLVED, that subject to the approvai of the Agreement of Merger by 
the holders of Common Shares of Atron Corporation in the manner contemplated 
thereby, this Corporation issue such number of shares of its Common Stock (not 
to exceed a maximum of 274,165 shares) as may be required =o be issued upon 
consummation of the merger contemplated by the Agreement of Merger; and further 


RESOLVED, that upon the issuance of the abovementioned shares as 
contemplated by the Agreement of Merger, such shares shall be fully paid and 
non-assessable with no personal liability attaching to the ownership thereof, 
except insofar as liability may be imposed under Section 630 of the Business eepree 
tion Law of the State of New York; and further . 


“RESOLVED, that farine Midland Bank-New York and Chemical Bank APO and: 
a hereby are, autho’. ed and directed to countersign for original issue and 
ecister certizicates for the shares of Common Stock of this Corporation required 
rt be issued pursuant to the Agreement of Merger and to deliver such certificates 
to or upon the order of the President or any Vice President or the Secretary of 
this Corporatica$ and further 


RESOLVED, that this Corporation reserve up to 8,272 additional 
shares of its presently authorized and unissued Common Stock (less such numer 
of shares as may be equal to one-fourth the number of shares issued by Atron 


= 


weet ie ot | 


\ 


vepiaay hag! 


ee i a 
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Corporation upon the exercise of its qualified stock options between the date of | 
the Agreement of Merger and the clos:..; date as set forth therein) for issuance 
upon the exercise of qualified stock ozzions granted prior to the execution of 


the Agrcemen: of Merger by Atron Corporz.:.on and to be assumed by this Corporation 
or MDS~Atron, Inc. pursuant to the Agrec...at of Merger; and further | 
| 
| 
| 


RESOLVED, that this Corporction reserve 42,500 additional shares of its 
presently authorized and unissued Common Stock for issuance upon exercise of ~ . 
stock purchase warrants issued by Atron Corporation and to be assumed by this “ 
Corporation or MDS~Atron, Inc. pursuant to the Agreement of Merger, plus such 
additional number of shares as may be necessary to be issued pursuant to the 
anti-dilution provisions of such warrants; and further 


“RESOLVED, that thé President or any Vice President of this Corporation -- 
be, and he hereby is, authorized to execute any and all documents necessary to 
evidence the undertaking by this Corporation to issue shares of its Common Stock 
upon the proper exercise of the qualified stock options or warrants referred to 
in the two preceding resolutions, and to deliver or cause to be delivered shares 
of Common Stock of this Corporation upon such exercise to the holder of such 
options or warrants, in such manner as may be determined in the judgment of 
such officer, upon the advice of counsel; and further q 

RESOLVED, that Marine Midland Bank-New York, as Transfer Agent for the. 
Common Stock of this Corporation, be, and it hereby is, authorized to rely on any 
advices of the President or any Vice President or the Secretary of this Corporation 
with respect to the exact number of shares to be reserved for issuance upon the 
exercise of options or warrants as set forth in the preceding resclutions; 
and further 


ee, 


RESOLVED, that, upon consummation of the proposed merger of Atroa 
Corporation into MDS-Atron, Inc., Marine Midiend Benk-New York be, and it hereby 
is, appointed as Agent for the holders of certificates representing Common Shares 
of Atron Corporation in order to receive certificates representing Common Shares of 
Atron Corporation and to exchange therefor certificates representing shares of 
Common Stock of this Corporation, in the ratio.. set forth in the Agreement of Merger, 
and to settle fractional interests in cash by issuing checks on behalf of this Corpora- 
tion, all in accordance with such Agreement of Merger; and further 


RESOLVED, that the President or any Vice President or the Secretary of 
this Corporation be, and each of them hereby is, authorized and directed to deliver 
to Marine Midlénd Bank-New York, as Trancfer Agent for the Common Stock of this 
Corporation, instructions with respect to the icsuence of shares of Common Stock 
of this Corporction to persons holding Comon Shares of Atron Corporation at the 
date of the consummation of the merger; and further . 


RESOLVED, that Marine Midland Eank-New York, in its capacity as Asenr for 
the persons ho_cing certificates representing Common Shares of Atron Corporation, be, 
and it hereby is, authorized to rely on any advices and/or follow the instructions of 
the President or any Vice President or the Secretary of this Corporation in connection 
with its duty as such Agent; and further 


\ 
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RESOLVED, that application be made to the New York Stock Exchange, Inc. 
for the listing of the shares of Common Stock of this Corporation issuable in 
connection with the proposed merger and that Wayne Wells, Executive Vice President, 
and Philip J. Ablove, Secretary, of this Corpo~ation, be authorized by this 
Corporation to sign said application, to make such changes therein, or in any 
documents and agreements relative thereto, as may be necessary to conform with 
requirements for listing, and to appear (if requested) before officials of said 
Exchange; and further : 


RESOLVED, that the officers of this Covzoration be, and they hereby are, 
authorized and directed to do and take all such ects and to make, execute 
and deliver all such instruments and other documents as they, wit. the advice oz 
counsel,-.may deem necessary or advisable in order’ to consunma‘e the transactions 
contemplated by the Agreement of Merger, to effect the proposed merger and to 
carry out in all respects the intents and purposes of the foregoing resolutions. 


MDS - Dirs 


3 
: 
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Mr. Wells also Stated that it would be advisable to authorize officers 
of the Company to execute on behalf of the Company the necessary proxy to be 
voted by the Company as a stockholder of Atron Corporation at the Atron stock- 
holders siialiigs Upon motion duly made, seconded and unanimously carried, it was 


RESOLVED, that in connection with the special meeting 

of stockholders of Atron Corporation to be held to approve 
the proposed merger, the President or any Vice President © 
or the Secretary of this Corporation be, and he hereby is, 
authorized and directed to execute on behalf of this 
Corporation any and all proxies as may be required in 
order that the Common Shares of Atron Corporation held 

by this Corporation may te properly voted at such meeting, 
and to mark any such proxy in favor of the adoption of 

the Agreement and Plan of Merger providing for such merger. 


Mr. Wells then reported on certain matters affecting the Company's 
bank accounts. He stated that it would be advisable to add Myles Fischer, 
Federal Marketing Administrator, as an Authorized Signatory on the Company's 
Petty Cash Account maintained at Marine Midland Bank-New York. Thereupon, upon 
motion duly made, seconded and unanimously carried, it was 

RESOLVED, that the Corporation's Petty Cash Account maintained 

at Marine Midland Bank-New York be varied to allow the 

signature of MYLES FISCHER, Federal Marketing Administrator, 

to be recognized as an Authorized Signatory of said Account. 

Mr. Ablove also noted, as previously reported to this meeting, that at its 
meeting on February 24, 1971, the Executive Committee had authorized the opening of 
an account at The Chase Manhattan Bank and that it would be necessary to adopt 
certain resolutions in line with this action. Accordingly, upon motion duly 
made, seconded and unanimously carried, it was 

RESOLVED, that in connection with this Corporation's opening 

of an account at The Chase Manhattan Bank, the resolutions 

set forth in Exhibit A to the minutes of this meeting are 


hereby adopted as though fully set forth at length and in- 
corporated herein and spread across the pages of these minutes. 


" Sua 
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Mr. 


Wells then reported on the proposed move of the Company's Financial 


and Legal Offices, Regional Marketing Office and New York City Branch Office to 


100 Park Avenue in New York City, which would include a demonstration area for 


the System 2400. He stated the Company had been unable to sublease the demised 


premises except for part of the 36th floor. . Upon motion duly made, seconded and 


unanimously carried, it was 


RESOLVED, that the move of the Company's Financial and Legal 
Offices, Northeast Regional Marketing Office and New York City 
Branch Office into the premises at 100 Park Avenue, New York, 
New York, demised by the Company under a lease dated 

February 28, 1969, is hereby approved and the resolution of 

the Board adopted at its meeting held on June 11, 1970 regarding 
the subleasing of said premises is hereby rescinded. 


The next matter to come before the meeting was a discussion of the sale 


by the Company of the shares of Decision Data Corporation stock held by the. Company. 


Messrs. Rifenburgh and Wells discussed the reasons for the sale. After discussion 


and upon motion duly made, seconded and unanimously carried, it was 


RESOLVED, that the sale of 16,500 shares of the Common Stock 
of Decision Data Corporation for the aggregate amount of $132,000 
to Mr. Howard C. Beach and Mr. Robert E. Fowler (8,250 shares 


each) pursuant to agreements dated February 23, 1971, is hereby 
ratified, confirmed and approved. 


Mr. Rifenburgh reported on the status of the Company's policy ‘concérning ~ 
& general employee wage freeze. He also announced the lease of an additional 50,000 
Square feet at the Company's facility in King of Prussia in order to provide 


additional space for the production of the Company's tape drives. 
Mr. Ablove brought to the Board's attention the fact that the Department 
of Defense had issued an Industrial Security Manual for Safeguarding Classified 


Information which established procedures for granting security clearances to private 


contractors’ facilities and stated that it would be advisable to adopt certain resolu- 


tions in accordance therewith. Thereupon, on motion duly made, seconded and yn- 


anime_sly carried: 
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it int . eons ° . eee 
se 


WLEREAS, the Industrial Security Manual for Safepuerding Classified 
Information issucd by the Departrmeat of Defense established procedures 
for grenting security clearances to private contractors’ facilitics where 
e access to classified information is required for contractual or other 
purposcs, end said Security Manual is applicable to this Corporation; and 


/ WiERCAS, said Security Manual requires personnel security clearances | 
: for cll principel officers of this Corporation, and for those of its other 
* officers and of its directors wno will have access to classified inforza- 
- tion idan the conduct of the corporate busincss: , 
BE IT RESOLVED AND AFFIRED, in conformity with said Security Manual 
that the follewing named officers and directors of this Corporation siall 
not require, shall not have, ond can be effectively excluded from access to 
e @ll classificd Information in the possession of this Corporation, and ¢o not 
eccezy positions tiat would enable thea to affect adversely this Corporation's 
poiicies or practices in the performance of classified contracts for the — .” 
Depertzent of Defcase or the User Agencies of its Industrial Security Prograz. 


- mos Te met ee 
. . TSA a ore 


¢ _ Hane Ph : Title 
' Theodore D. Robinson Director 
 ] . . ; te ' ? ‘ a 
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It was determined that the next Regular Meeting of the Board of Directors 


would be held in June, 1971, at a date and place to be designated by the President. 


There being no further business to come before the meeting, it was, 


upon motion adjourned. 


} 
t 


RESOLVED, that, until the further order of this Board of Directors, any funds of this corporation deposited in 
the Bank be subject to withdrawal or charge at any time and from time to time upon checks, notes, drafts, bills of 


exchange, acceptances, undertakings, or other instruments or orders for the payment of money when made, signed, 
drawn, accepted or indorsed on behalf of this cor 


ration by: 
One of the followiny: rf ‘SEE NOTE BELOW) 
Executive Vice President ‘ 
Treasurer 
Philip J. Ablove, Vice President 
~~ Corporate Controller 
Edward W. Bowers, Assistant Treasurer 
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CORPORATE RESOLUTIONS 4 
I, as Secretary of MOHAWK DATA SCIENCES CORP. : 
’ ne , 
a corporation duly organized and existing under the laws of the State of __New York » hereby certify “ 
to The Chase Manhattan Bank, N. A., that a mecting of the Board of Directors of said corporation was duly /4 
called and held mxmsrofiicoimwiheGopo ent Stxteceet ’ 
on the 2nd day of March 1921_, that at said meeting a quorum was 4 
present and voting throughout, and that the following resolutions on motion duly made and seconded were 
| unanimously adopted and are now in full force and effect: ‘ 
Saennane. anon “RESOLVED, that The Chase Manhattan Bank, N. A. (hereinafter referred to as the “Bank") be and hereby is ; 
{ ‘agen designated as a depositary of this corporation and that the officers and agents of this corporation be and hereby are, 
and each of them hereby is, authorized to deposit any of the funds of this corporation in the Bank either at its head ‘ 
‘ office or at any of its branches. , 
| 


RESOLVED, that the Bank is hereby authorized to Pay any such instrument or make any such charge and also 


to receive the same from the payee or any other holder without inquiry as to the circumstances of issue or the dispo- 
sition of the proceeds even if drawn to the individual order of any signing person, or payable to the Bank or others 


f for his account, or tendered in payment of his individuzl obligation, and whether drawn against an account in the | 
name of this corporation or in the name of any officer or agent of this corporation as such, and, at the option of the | 
* Bank, even if the account shall not be in credit to the full amount. of such instrument or charge. : 
{Cnt org ————— RF ing: or E-3E 
roawa:Cncorrs ESOLVED, that-the-follewing:-¢SEZ-NOTZ BELO 


* at hereby authorized-on-behalf-of-this-corporation: 


~t-—To borrow-money-and to-obtain-credit for this corporation: from the Bank on any terms and to make- 
and deliver notes, deafts, acceptances, instruments of guaranty, agreements and any other obligations of this 
corporation thercfor in form satisfactory to the Bank. pr asic 
2. To grant security interests in and/or pledge or assign-and deliver, as security for money borrowed or 
© credit obtained, stocks, bonds, instruments,-bills“reccivable, accounts, mortgages, merchandise, bills-of-lading, 
watchouse reccipts and other-documents, insurance policies, certificates, and any other property now or here- 


f after_ held by-or belonging to this corporation, with full authority to indorse, assign or guarantee any of the 
‘same-inthe-name-of this corporation: : . 
a e 
NOTE: Insert in the spaces above the titles only (not the names) of officers who are authorized and the names only of other au- 
* thorized persons, as for example: “President, Vice President, Treasurer, John Doe, William Roe™, Also indicate clearly in + 


what manner they are to sign, i.¢., any one, any two, jointly. etc, and any special combination of signers, as for example: 
“one of whom shall be an odjicer™. . 


j 
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3-—To discount any bills reccivable or-any paper-held by this “corporation-with-full- authority to indorse 
the same in the namic of this corporation, 

A. To withdraw from the Bank and ive receipt fox, or to authorize the Bank-todeliver to bearer or to 
onc or more designated ponens all or any documents and securities or-other property held by it, whether held 
as collateral security of for safekeeping or for any other purpose: 

5. To authorize and request the Bank_to-purthase or sell for account of this corporation stocks, bonds 
and other sccuritics. ° 

6. To exccute-and“deliver all sccutity and other agreements, financing statements and other papers 
required -by-the Bank in connection with any of the foregoing matters and affix thereto the seal of this 
corporation. ‘ 

RESOLVED, that the Secretary or any other officer of this corporation be, and hereby is, authorized to certify 
to the Bank the namics of the present officers of this corpoiation and other persons authorized to sign for-it and the 
offices respectively held by them, together with specimens of their signatures, and in case of any change of any 
holde¢ of any such office or holders of any such offices, the fact of such change and the names of any new officers 
and the offices respectively held by them, together with specimens of their signatures; and the Bank oe, and hereby 
is, authorized to honor any instrument signed by any new officer or officers in respect of whom it has received any 
such certificate or certificates with the same force and effect as if said officer or said officers were named in the fore- 
Ging resolutions in the place of any person of persons with the same title or titles. 

RESOLVED, that the Bank be promptly notified in writing by the Secretary of any other officer of this cor- 
poration of any change in these resolutions, such notice to be given to each office of the Bank in which any account 
of this corporation may be maintained, and that until it has actually received such notice in writing it is authorized 
to act in pursuance of these resolutions, and that until it has actually so received such notice it shall be indemnified 
and saved harmless from any loss suffered or liz*ility incurred by it in continuing tc act in pursuance of these 
resolutions, even though these resolutions may have been changed.” 


I FURTHER CcRTIFY that there is no provision in the Charter or By-Laws of the said corporation 
limiting the power of the Board of Directors to pass the foregoing resolutions, and that the same are in 
conformity wit: the provisions of said Charter and By-Laws. 

] FURL HER CERTIFY that the present officers of said corporation and the offices respectively held by 
them are as follows: ; . ‘ 


AME yas * grec 


Wayne Wells Executive Vice President and Treasurer 

e Philip J. Ablove Vice President and. Secretary 

Carl R. Pite ? Corporate Controller SL 
| Edward W. Sowers _ Assistant Treasurer - awe eee 

¥ . 

. , a 
IN WITNESS WHERF.OF, I have hereunto set my hand as Secretary of said corporation and affixed the 
corporate scal se Re of ee a ae > es 
_ & 

AB SECALTARY OF THE BA1D CORPORATION 
/s/ Robert S. Schneider ‘ 
(CORPORATE SEAL) ; Assistant Secretary OTHER OFFICER 
@ 
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ATRON CORPORATION 


1256 Trapp Road 
St. Paul, Minnesota 55121 
April 16, 1971 
To the Sharcholders: 


A special meeting of shareholders of Atron Corporation will be held on April 30, 1971 to vote 
upon a proposed merger of Atron into a wholly-owned subsidiary of Mohawk Data Sciences Corp. 


The management of Atron has been carefully studying the present position and future require- 
ments of Atron. Management believes that the future growth of Atron will require substantial expansion 
of its marketing in the end user market. This can be achieved most expeditiously and directly by merg- 
ing with Mohawk, a major manufacturer of a broad range of computer peripheral equipment. Mohawk 
and Atron have had close business relations since the early days of Atron. 


Management has concluded thai the proposed merger is in the best interests of Atron and its 
shareholders and recommends that shareholders approve the merge.. The terms of the merger were 
arrived at through negotiations among officers of Atron and Mohawk and are believed to be fair and 
equitable to both parties. 


I urge each shareholder to sign, date and return the enclosed proxy and to vote for the proposed 
merger. 


FAILURE TO SIGN AND RETURN YOUR PROXY, UNLESS YOU ARE TO BE PRESENT 
AT THE MEETING, IS EQUIVALENT TO A VOTE AGAINST THE PROPOSED MERGER. IT 
IS THEREFORE IMPORTANT THAT YOU COMPLETE AND RETURN YOUR PROXY 
PROMPTLY. 


Very truly yours, 


Joseph S. Stoutenburgh 
President 


— 
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ATRON CORPORATION 


1256 Trapp Road 
St. Paul, Minnesota 55121 


Notice of Special Meeting of Shareholders 
to be held April 30, i971 


To the Shareholders of Atron Corporation: 


A special meeting of the shareholders of Atron Corporation will be held on Friday, April 30, 


1971 at 10:00 o’clock a.m. at the Sheraton Motor Inn, 2525 East 78th Street, Bloomington, Minnesota 
55420 to consider and vot~ upon: 


1. Adoption of an Agreement and Plan of Merger providing for the merger of Atron Cor- 
poration with and into MDS-Atron, Inc., a wholly-owned subsidiary of Mohawk Data Sciences 
Corp., as more fully descrised in the accompanying proxy statement. 


2. Such other business as may properly come before the meeting. 


The Board of Directors has fixed March 26, 1971 at the close of business as the record date for 
determining shareholders entitled to notice of and to vote at the meeting. 


By Order of the Board of Directors 


April 16, 1971 George P. Flannery, Secretary 


ri 


IMPORTANT 
THE AFFIRMATIVE VOTE OF THE HOLDERS OF AT LEAST TWO-THIRDS OF THE 
OUTSTANDING SHARES OF ATRON CORPOR. TION IS REQUIRED FOR ADOPTION OF 
THE AGREEMENT AND PLAN OF MERGER. Ii 3 IMPORTANT THAT YOUR SHARES BE 
REPRESENTED AT THE MEETING REGARDLESS OF THE NUMBER OF SHARES YOU 


MAY HOLD. PLEASE FILL IN, SIGN, DATE AND RETURN PROMPTLY THE ENCLOSED 
PROXY IN THE ENCLOSED ENVELOPE. 


<< 
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PROXY STATEMENT 


ATRON CORPORATION 


Special Meetinz of Shareholders — April 30, 1971 
PURPOSE OF THE MEEVING 


The accompanying proxy is solicited by the management of Atron Corporation (“Atron”) for use 
at the special meeting of shareholders to be held on April 30, 1971. The special meeting has been called 
by ti. Board of Directors of Atron to consider and vote upon the adoption of an Agreement and Plan 
of Merger dated as of March 12, 1971 (the “Agreement of Merger”) providing for the merger of Atron 
into MDS-Atron, Inc. (“MDS-Atron”), a wholly-owned subsidiary of Mohawk Data Sciences Corp. 
(“Mohawk”). Atron is a Minnesota corporation, MDS-Atron a Delaware corporation and Mohawk a 
New York corporation. The proposed merger will be effected under the Minnesota Business Corporation 
Act and the Delaware General Corporation Law. The material provisions of the Agreement of Merg- 
er are summarized below. 


Adoption of the Agreement of Merger will require the affirmative vote of the holders of two-thirds 
of the outstanding Common Shares of Atron. 


The information contained in this proxy statement concerning Mohawk, MDS-Atron and Colorado 
Instruments, Inc. (“Colorado”) has been furnished by Mohawk. Reference is me ‘+ to “Business and 
Properties of Mohawk — Proposed Merger of Colorado Instruments, Inc.” 


SOLICITATION OF PROXIES 

The person signing the accompanying proxy may revoke it at any time before its exercise. Each 
valid proxy received will be voted at the meeting unless revoked, and if a choice is specified in the form 
of proxy it will be voted in accordance with such specification. If no choice is specified, such proxy will 
be voted in favor of the merger. A shareholder’s right to revoke his proxy is not limited by or subject to 
compliance with any specified formal procedure. 

Shareholders of record at the close of business on March 26, 1971 will be entitled to vote at the 
meeting. Atron then had 1,090,110 Common Shares outstanding, each of which entitles the holder to 
one vote. : 
The only person holding of record or known to Atron to own beneficially more than 10% of its 
outstanding Common Shares is Mohawk, which on March 26, 1971 owned of record an beneficially 
195.900 Common Shares or 17.8% of the outstanding shares. An additional 16,000 Common Shares 
(1.5% of the outstanding shares) were held ct such date by Marine Midland Bank-Western, as Trustee 
of the Mohawk Emplcyees’ Pension Plan Trust. The officers of Atron held oi record and beneficially on 
such date an aggregate of 151,072 Common Shares (13.9% of the outstanding shares). All of such 
shareholders b ve indica. :d their intent to vote their shares in favor of the adoption of the Agreement 
of Merger. 

The cost of this solicitation of proxies will be borne by Atron. In addition to soliciting proxies 
by mail, officers and regular employees of Atron may solicit proxies by mail, telephone or in person, 
without additional co:1pensation. Atron may request brokerage houses, nominees, custodians and fidu- 
ciaries to forward soliciting material to the beneficial owners of Atron Common Shares and will reim- 
burse such persons for their expenses so incurred. Also, Atron may engage professional proxy solicitors 
to solicit proxies. If it does so, the estimated cost will be $5,000. 
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THE AGREEMENT OF MERGER 
The following is a summary of portions of the Agreement of Merger. A copy of the complete 
&ereement of Merger will be.furnished by Atron to shareholders upon request to Atron. 


Merger of Atron into MDS-Atron 

On the effective date of the merger, “tron will merge into MDS-Atron, a newly formed subsidiary 
of Mohawk, wiich will continue as the surviving corporation under the Jaws of the State of Delaware, 
and the corporate existence of Atron will thereupon cease. All properties, assets, business, rights, and 
interests of Atron and MDS-Atson will be vested in MDS-Atron and all debts, liabilities, obligations and 
duties of Atron and of MDS-Atron will become debts, liabilities, obligations and duties of MDS-Atron. 
The effective date of thx nzerger will be the later of the date of filing of the Agreement of Merger with 
the Secretary of State of Delaware and the date the Secretary of State of Minnesota issues a certificate 
of merger. 

After the merger, the business theretofore conducted by Atron will be conducted by MDS-Atron as 
a wholly-owned subsidiary of Moha~'k. The officers and directors of MDS-Atron upon the merger 
becoming effective will be the following: 


a. _ Ome 
Richard P. Rifenburgh Chairman of the Board and Director 
Joseph S. Stoutenburgh President and Director 
Mark M. Koschmann Vice President and Director 
Dennis C. Stanga Vice President 
Robert J. Gountanis Vice President 
Finley E. McLeod Vice: President 
Herman Osofsky Vice President 
Wayne Wells Treasurer and Director 
Philip J. Ablove Secretary 
Richard L. Karpea Director 


All of the foregoing persons listed as officers of MDS-Atron, except Messrs. Rifenburgh, Weils 
and Ablove, hold the same offices with Atron. Mr. Rifexiburgh is President and a director of Mohawk, 
Mr. Wells is Executive Vice President, Treasurer and a director of Mohawk, and Mr. Ablove is Vice 
President and Secretary of M “‘1a*k. Mr. Karpen, who is a director of Atron, is Executive Vice President 
and a director of Mohawk. 


Exchange of Stock 

Each Common Share of Atron, par value 20¢ per share, outstanding on the effective date of the 
merger (other than shares owned by Mohawk or by dissenting shareholders who have demanded pay- 
ment for their shares) will be exchanged for and converted inio one-fourth of a share of Common Stock 
of Moi.awk, par value 10¢ per share. See “Reasons for Merger and Recommendations of Directors” 
below for information on the determina’:~» of the exck:-ze and conversion ratio. No fractional shares 


will be issued; in lieu thereof sharehok:::. +“! Se paid, y..:/\out interest, an amount equal to the value 
of the fractional share based upon the «vs “g =... 2 of Mohaw’: Common Stock on the New York Stock 
Exchange on the effective date of the me i... £1 Common Shares of Atron owned by Mohawk will be 
cancelied and i shares of Mohaw‘ an... 96k will be issued to Mohawk with respect to such 
shares. 


Shares of capital stock of Mohawk and <! mDS-Atren outstanding on the effective dat: of the 
merger will remain unchanged by the merger. 
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The conversion of shares of Atron into shares of Mohawk as set forth above will occur automat- 
ically and without any further action on th. part of the Atron shareholders. Each certificate representing 
Atron Common Shares outstanding on the effective date of the merger shall thereafter be deemed to rep- 
resent the number of whole shares of Common Stock of Mohawk into which the Atren Common Shares 
have been converted. 


The stock transfer books for Atron Common Shares will be closed after the effective date of the 
merger. Certificates for Atron Common Shares should be exchanged for Mohawk certificates prior to sale 
or disposition since Atron certificates will not constitute good delivery of Mohawk Common Stock on 
the New York Stock Exchange. 


Atres Warrants and Options 

After the effective date of the merger, each qualified stock option and warrant to purchase Com- 
mon Shares of Atron then issued and outstanding shall thereafter entitle the holder of such option or 
warrant upon exercise to receive one-fourth share of Common Stock of Mohawk for ea~h full Common 
Share of Atron covered thereby (with fractional shares not to be issued and any payment for such frac- 
tion to be refunded) and the exercise price per share of Mohawk Common Stock shall be four times 
the exercise price per Atron Common Share contained in the option or warrant. The antidilution ad- 
justments in the option cr warrant agreements will, after the merger, apply to certain corporate actions 
by Mohawk. See “Capital Structure” and Notes E and F of the Notes to Atron’s Financial Statements 
for further information with respect to such options and warrants. 


Conditions ; 

The merger will be terminated and zoandoned if (1) the merger is not approved by the holders 
of two-thirds of the outstanding Common Shares of Atron; (2) the Mohawk Common Stock to be 
issued in connection with the transactioas contemplated by the Agreement of Merger is not listed on the 
New York Stock Exchange subject to official notice of issuance; (3) Atron does not receive a ruling 
from the Internal Revenue Service or an opinion of co’ nsei as described under “Federal Tax Status of 
Merger”; (4) an order of a court or administrative agency shall be in effect restraining the consum- 
mation of the merger; or (5) the merger is not completed by July 31, 1971 or any later date as to which 
the parties may agree. 


Either Atron or Mohawk may terminate the merger prior to its consummation if (1) the other 
party shall suffer any loss by fire, flood, tornado, riot, accident or other calamity, whether or not in- 
sured, which shail substantially end adversely affect the value of its assets or business; or (2) any repre- 
sentation made by the other party in the Agreement of Merger shall prove to be substantially untrue. 
Atron may terminate the merger prior to its consummation if it does not receive from counsel to and 
officers of Mohawk and MDS-Atron favorable opinions, letters or certificates with respect to the busi- 
ness, operations. financial conditions and legal status of Mohawk and MDS-Atron, the validity of the 
merger proceedings and certain other matters. Mohawk may terminate the merger prior to its consumma- 
tion if (1) the holders of more than 10% of the outstanding Common Shares of Atron object to the 
merger and demand payment in cash for their shares; (2) Mohawk and MDS-Atron do not receive from 
counsel to and officers of Atron favorable opinions, letters or certificates with respect to the business, op- 
erations, ‘financial condition and legal status of Atron, the validity of the merger proceedings and cer- 
tain other matters; or (3) Mohawk does not receive commitments from certain shareholders of Atron 
with respect to the disposition of the shares of Mohawk Common Stock to be received by such persons 
in connection with the merger. 
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REASONS FOR MERGER AND RECOMMENDATIONS OF DIRECTORS 


The directors of Atron have approved the proposed merger and the management of Atron recom- 
mends that shareholders vote in favor of the merger as being in the best interests of Atron and its 
shareholders. 


The management of Atron believes that the proposed merger will substantially benefit the dis- 
tribution of Atron products, particularly to end users. To date, over 90% of Atron sales have consisted 
of sales of small computers and related equipment to Mohawk, which produces and markets various 
systems which include the Atron computer and various peripheral products manufactured by Mohawk. 


In 1970, the computer industry, along with the general United States economy, suffered a signifi- 
cant decline. As a result sales and profit margins were reduced and manufaciurers in the field in which 
Atron operates tended to manufacture higher proportions of the systems sold or leased by them. This 
served to reduce the original equipment market available .o a company like Atron which produces prin- 
cipally one component of a system. Consequently, Atron management believes that its future growth in 
the small computer field would require extension into the end user market. Management also believes 
that successful competition in the end user market by Atron will require an expanded sales and service 
organization, facilities for the manufacture of a higher proportion of the components included in its sys- 
tems, and the financial ability to offer leasing of equipment to customers. Atron has recently designed 
and offered systems of various capacities, which include the Atron small computer, but the other periph- 
eral devices of the systems are purchased from others, principally Mohawk. Atron has developed only a 
limited sales force and relies primarily on Mohawk, under a contractual arrangement, for equipment 
maintenance. 


The end user market is highly competitive and more companies are entering the field. Atron 
management believes that the proposed merger will enhance the position of the combined businesses in 
the end user market for several reasons. A high percentage of the components of the Mohawk systems 
will then be manufactured by the combined businesses permitting more competitive pricing. Furthermore, 
Mohawk has an established marketing and service organization arid has the experience and financial 
capabilities to offer leasing of equipment to customers. 


The terms of the proposed merger were arrived at through negotiations between officers of Atron 
and Mohawk, with consideration being given to the current and prospective earning power of both com- 
panies, their financial conditions and growth possibilities, the relative market value of their capital shares, 
the manufacturing rights of Mohawk described under “Business and Properties of Atron”, and other 
matters. Management considers the merger to be a sound and constructive step in the interests of Atron 
shareholders and recommends that shareholders vote in favor of the merger. 
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CERTAIN DATA WITH RESPECT TO “GE SECURITIES OF ATRON AND MOHAWK 


The following data should be read in conjunction with the financial statements and the notes thereto 
appearing elsewhere in this proxy statement and are set forth solely as a summary record of results in 
the past which should not be taken as necessarily indicative of future prospects or currently realizable 
values. 


Comparative Market Prices 


There was no public market for the Common Shares of Atron prior to a public offering which was 
commenced on January 14, 1970. The public offering was of units consisting of two Common Shares 
aud a warrant to purchase one Common Share at an exercise price of $17.00 per share. The public of- 
fering price of the units was $30.00 per unit. The Common Stock of Mohawk is listed on the New York 
Stock Exchange; from October 1967 to February 1970, its Common Stock was listed on the American 
Stock Exchange. The following table sets forth for the periods indicated the high and low bid prices 
of Atron Common Shares in the over-the-counter market (which have been furnished by the National 
Quotation Bureau, Incorporated) which represent inter-dealer quotations without retail markup, mark- 
down or commission and do not necessarily represent actual transactions, and the high and low sales 
prices of Mohawk Common Stock on the American Stock Exchange through February 13, 1970 and on 
the New York Stock Exchange thereafter. 


Atron Mohawk 
Bid Prices Sales Prices 
High pd High Lew 
1969: ASE 
gee a rere _ — $79 $59% 
BE OE os cvieseccccs — a 854% 66% 
NE ib swsikh oe Viele noe - 89% 69 
WE WNT oni5.s 65 veiide ss a — 81% 68 
197: 
1st quarter (since 
Jan. 14 for Atron)...... $21% $9 87 68% 
NYSE 
ale 55% 
A CRUREOUES ar5.5 555 5 Se alan ie's 9% 3% 63% 21% 
NINE ok ain cig tia Sees 5% 2 41% 18% 
ary erp ' 8% 5 40% 23% 
1971: 
IO GON eid ees eden 8% 5% 37% 23% 
2nd quarter (to April 14)... 9% 1% 40% 35% 


On April 14, 1971, the high reported bid price of Atron Common Shares in the over-the-counter 
market was $9.13 and the reported last sale price of Mohawk Common Stock on the New York Stock 
Exchange was $40.13. Agreement in principle on the merger was reached and announced to the 
public on January 29, 1971. On the preceding day the average of the high and low reported bid prices 
of Atron Common Shares in the over-the-counter market was $7.75 and the reported last sale price of 
Mohawk Common Stock on the New York Stock Exchange was $29.00. 
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Comparative Net Income 


The net income (loss) per Common Share of Atron and per share and per one quarter share _* 
Common Stock of Mohawk as well as the pro forma net income of Atron and Mohawk combined an 
Atron, Mohawk and Colorado combined per one quaiter share of Mohawk Common Stock for the 
periods indicated are set forth below. 


Mohawk, 
Mohawk Atron and 
and Atron Colorado 
pro forma pro forma 
Sekai Stehewk combined combined 
iw Ww % % 
—Atron_ per “per % share of share of 
per share of share of Mohawk . Mohawk 
Common Common Common Common Commop 
Share Stock Stock Stock Stock 
1966—income (loss) before 
extraordinary items ...... — ($1.07) ($ .27) — ($ .26) 
—Net income (loss) ....... — € 3s) © 28) — ( .27) 
1967—Income (loss) before 
extraordinary items ...... — 14 .03 — .03 
—Net income (loss) ....... — .28 .07 —_ .07 
1968—Income (loss) before 
extraordinary items ...... _ .39 10 a .09 
—Net income (loss) ....... _ 58 14 — 14 
1969—Income (loss) before 
extraordinary items ...... a 1.15 .29 $ .26 | 
—wNet income (loss) ....... — Lee .30 .27 Ye | 
1970—Net income (loss) ....... ($1.10) 1.52 38 32 .30 
Three months ended—December 
31, 1970 for Atron, October 31, 
1970 for Mohawk, August 31, 
1970 for Colorado 
—Net income (loss) ....... Cc 23) .23 .06 05 04 
Comparative Book Values 


The book value per Common Share of Atron and per share and per one quarter share of Common 
Stock of Mohawk at the end of their respective fiscal years and the pro forma combined bcok value of 
Atron and Mohawk and of Atron, Mohawk and Colorado per one quarter share of Mohawk Common 
Stock as of their respective fiscal year ends were 2: follows: 


Book Value 

Atron, per Common Share (at September 30, 1970)..............-. $3.95 
Mohawk, per share of Common Stock (at July 31, 1970)............ £8.49 
Mohawk, per %4 share of Common Stock (at July 31, 1970).......... 2.12 
Atron and Mohawk pro forma combined, per % share of 

ace ep gin cg. aoe, nk, Oe OS IE re. 2.20 
Atron, Mohawk and Colorado pro forma combined, per % share of 

MOE CON TU oes bn adivnecc bh ekench eee o ence bubenn 2.21 


Divide 
Neithe * or Mohawk has paid any dividends on its capital stock. 
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FEDEKAL TAX STATUS OF MERGER 


Atron has requested a ruling from the Internal Revenue Service to the effect that no gain or loss 
shall be recognized by Atron as a result of the merger, and that, as to Atron shareholders, (i) the con- 
summation of the merger will revult in neither gain nor loss for Federal income tax purposes except in 
connection with any moneys received in lieu of fractional shares; (ii) the basis of the Common Stock 
of Mohawk received will be the same as the basis of Atron Common Shares converted, except that 
where cash is received in lieu of fractional shares, such basis will be reduced by the excess of the cash 
received over the taxable gain; and (iii) the holding period for the Common Stcck of Mohawk received 
will include the holding period of the Atron shares converted, provided that the shares surrendered con- 
stituted a capital asset in ‘he hands of the Atron shareholders. In the event that no such ruling shall 
have been issued by the time of the special meeting of Atron’s shareholders but Messrs. Dorsey, Mar- 
quart, Windhorst, West & Halladay, counsel for Atron, shall have received reasonable assurance from 
the staff of the Internal Revenue Service that a favorable ruling will be issued in due course, then Atron 
will receive an opinion of such counsel tn the foregoing effect. 


In the opinion of such counsel, gain or loss will be recognized by dissenting shareholders of Atron 
who demand and receive payment for their shares. 


RIGHTS OF DISSENTING SHAREHOLDERS 


Under Sections 301.40 and 301.44 of the Minnesota Business Corporation Act, shareholders of 
Atron who object to the merger with MDS-Atron and who comply with the provisions of those Sections 
are entitled to receive payment of the fair cach value of their shares ~~ the time the merger was 
authorized. 


In order to reccive such payment, a shareholder must, at any time . ior ** the «ate of the meeting, 
file a written objection to the n:erger in the office of the Secretary or rresident of Atron and demand 
payment for his shares. Failure to vote against the merger will not constitute e waiver of the right to 
such payment; however, a vote against the merger will not satisfy the require. .t of written objection. 
The demand for payment will be of no effect if the shareholder votes in faver or the merger, or at any 
time consents thereto in writing, or if the merger is not in fact effected. Shareholders who do not 
object in writing and demand payment for their shares pursuant to the provisions ot che Minnesota 
Business Corporation Act shall be deemed to have assented to the merger on the terms specified in 
the Agreement of Merger. : 


Sections 301.40 and 301.44 are set forth in fuil as Exhibit I to this proxy statement. in the event 
dissenting shareholders and MDS-Atron do not agree on the value of the Atron shares, the statute pro- 
vides tor an appraisal proceeding. The appraisers’ expenses and fees, together with other expenses, not 
including counsel fc ‘s, will be paid by MD*-aAtron except that all or any part of such costs and expenses 
may be assessed against any or all of the »-manding shareholders if a majority of the appraisers in good 
faith find that such demanding shareholders refused to accept an offer to purchase and such refusal was 
arbitrary, vexatious or otherwise not in good faith. 


559a 


Plaintiffs' Exhibit 18 


DESCRIPTION OF COMMON STOCK OF MOHAWK 


The holders of shares of Mohawk’s Common Stock are entitled to one vote for each share held, 
have equal rights to dividends from funds legally available therefor when, as and if declared by the 
Board of Directors, and are entitled, upon liquidation, to share ratably in all assets legally available for 
distribution to stockholders. The Common Stock is not redeemable and has no preemptive or conversion 
rights. All outstanding shares of Common Stock are fully paid and non-assessable by Mohawk. 


The Indenture dated as of December 15, 1969 between Mohawk and Chemical Bank, as Trustee, 
under which Mohawk issued $30,000,000 principal amount of 512% Convertible Subordinated Deben- 
tures due December 15. 1994, restricts the payment of dividends (other than stock dividends) and the 
purchase of any class of capital stock of Mohawk to an amount not exceeding the sum of (a) Consoli- 
dated Net Earnings (as defined in said Indenture) accrued subsequent to July 31, 1969, (b) the aggre- 
gate net proceeds received by Mohawk from sales of its capital stock subsequent to July 31, 1969 (but 
only to the extent that such net proceeds are equal to or more than the aggregate cost of all shares of 
capital stock of Mohawk acquired or redeemed subsequent to July 31, 1969), and (c) $7,500,000. No 
cash dividends have been declared or paid to date, and Mohawk does not intend to pay cash dividends 
on its Common Stock in the foreseeable future. 


A class of Preferred Stock, issuable in series from time to time by action of the Board of Directors, 
was authorized by the stockholders in 1968. All shares of such Preferred Stock, regardless of series, will 
be entitled to preference over shares of the Common Stock in the distribution of dividends or assets or 
both. At the date hereof no such series of Preferred Stock has been created. 


The corporate laws of Minnesota and New York are similar in their main provisions with respect 
to the important rights of shareholders, such as the right to elect directors, to receive dividends, to 
share in tne distribution of assets on liquidation, etc. Under the laws of both states, the rights of share- 
holders may be modified in the charter documents in many instances. Among the statutory differences 
in the laws of the two states are the following: Under Minnesota law only, shareholders are expressly 
made liable for dividends unlawfully paid to them. Under Minnesota law the right of a shareholder to 
object to corporate action and demand cash payment for his shares extends to amendments to the 
charter substantially changing the purposes of the corporation or extending its duration. 
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CAPITAL STRUCTURE 
The existing capitalizations of Mohawk, Atron and Colorado at February 28, 1971, and as ad- 
justed, pro forma, to give effect to both proposed mergers, are as follows: 


j Mohawk . Atron Colorado Pro Forma 
Long Term Debt 
(including current portions): 
6%4% to 914%4% Notes to 
banks payable to 1976(1) $18,314,000 $18,314,000 
2% %o-T1'2% Mortgages(2) 1,012,000 $ 82,000 1,094,000 
Sundry Indebtedness(3)....... 5,443,000 459,000 5,992,000 
' Convertible Debentures (4): 
54%4% Convertible Subordi- 
nated Debentures due De- 
cember 15, 1994....... 30,000,000 30,000,000 
514% Subordinated Guaran- 
teed Debentures due 1989 15,000,000 15,000,000 
fi Capital Stock: 


Common Shares, 20¢ par 
value (5,000,000 shares 
WUNOCIMEY Sosa sinc sexes 1,089,360 shs. (5) 


Common Stock, $1 par value 
(1,000,000 shares author- 
Gere ae a ae arene 570,660 shs. (6) 


) Common Stock, 10¢ par 
value (15,000,000 shares 
QUINOTIED) 20.6 cs secs 5,484,061 shs. (7) 5,789,173 shs. (8) 


(1) Such notes were issued under credit agreements entered into as of February 26, 1971 providing for the granting of 
4 credit in the maximum amount of $50,000,000, all of which is available until 1974 and $23,000,000 of which is 
available until 1976. 
b (2) Consists of various mortgages payable to 1988 at interest rates as noted. 

(3) Consists of short-term borrowings at varying interest rates. 

(4) The Convertible Subordinated Debentures due December 15, 1994 and the Subordinated Guaranteed Debentures 
due 1989 are convertible into Common Stock of Mohawk at $85.50 and $82.00 per share, respectively. The Sub- 
ordinated Guaranteed Debentures were issued by a wholly-owned international finance subsidi of Mohawk and 
the payment of the principal, premium, if any, and interest on such Debentures is guaranteed (on a subordinated 
basis) *y Mohawk. The indenture under which the Convertible Subordinated Debentures were issued provides 
for pet od fund payments, beginning in 1979, of 5% of the principal amount thercof outstanding on De- 
cem) t x 

p (5) In addition, 170,000 Common Shares were reserved for issuance upon the exercise of warrants and 71,640 shares 
were reserved for issuance upon the exercise of employee qualified stock options granted or which may be granted. 

(6) In addition, 10,000 shares of Common Stock were reserved for issuance upon the exercise of outstanding warrants 

1 100,000 shares were reserved for issuance upon the exercise of employee qualified stock options granted or 
which may be granted (options covering 66,150 shares were outstanding at February 28, 1971). 

(7) In addition, 401,666 shares of Common Stock were reserved for issuance upon the exercise of employee qualified, 

restricted and non-,ualified stock options granted or which may be granted; 148,560 shares were reserved for 

t issuance in connection with Mohawk’s Stock Purchase Plan; and 533,805 shares were reserved for issuance upon 
the conversion of the Debentures referred to in Note 4 above. An additional 51,215 shares and 10,878 shares 
will be reserved for issuance upon exercise of the options and warrants referred to in Notes 5 and 6 above. 

(8) The Agreement of Merger contempla' s the issuance of one share of Common Stock of Mohawk for each four 
Common Shares of Atron. No shares will be issued to Mohawk as a shareholder of Atron. This calculation 
assumes that no fractional shares result from the conversion of Atron Common Shares in the merger, that no 
shareholders of Atron exercise their appraisal rights, that no additional shares are issued upon the exercise of 
warrants or options, but assumes the issuance of 81,522 shares upon consummation of the Colorado merger. 


Note: Reference is made to Note D of Notes to Atron’s Financizl Statements and to Note J of Notes to Mohawk’s 
5 Financial Statements for information regarding long term lease commitments. 
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ATRON CORPORATION 
STATEMENT OF OPERATIONS AND DEFICIT 


Year Ended September 30, 1970 
Ne Eo as +4 ladhets cagecetvadeetynnereeeben Geen $ 812,466 
Pt eae Re ee GF oe sa i ok a ee 83,017 
895,483 
COE OE we Mes nN¥ Nr bso s vho 5x eae becketeons Dee $608,606 
Cost of service and rental income ...........0. 0. e ec eececcecee.. 70,985 679,591 
EI oe 8s teh eerinsns bokhoe cubuheccl eee 215,892 
Expenses: 
SU) CVE OME i's Sang oe aet Socks Ga caste ou ae uee 624,092 
Selling, ..-ral and administrative..........................., 729,136 
Amortization of developmental costs (b)...............0000.... 161,609 1,514,837 
IID SaaS pahine ons chee voc ddan bebearhnar oe: (1,298,945) 
Other income: 
PEF inh an Venue Mahe an'nan va we-be de Sueeceenwecedd otis 210,167 
PONG is caibs yea bbE 0 ded Hie haw kc eanelia ceed 1,474 211,641 
BUet Soak Soe ep Year tend MON a os i cick v Saseabave ved oan cweneks ($1,087,364) 
Net loss per common share (c) ................2.. enone Vewlenate dgtee ~ ($1.10) 
NOTES: 


(a) PRINCIPAL CUSTOMER: = ‘ 
Sales and services to the Company's principal customer, Mohawk Data Sciences Corp., totalled $834,539 for 
the year ended September 30, 1970. 


(b) UNRECOVERED PROMOTIONAL AND DEVELOPMENTAL COSTS: 
Company was incorporated in Minnesota on November 27, 1968. 

To September 30, 1969, the Company engaged in arranging for facilities, developing operating and adminis- 
trative procedures, and developing its initial products. These costs totallect $484,828 (net of $24,958 in rev- 
enues during the preoperating stage). 

The Company commenced amortization of these costs on October 1, 1969, when regular production began. The 
Company intends (subject to revision, if necessary) to amortize fully these costs over a period of 36 months. 
Since October 1, 1969, the Company has charged all additional product development to operations. 

(c) NET LOSS PER COMMON SHARE: > 

Net loss rer common share has been computed on the basis of average shares outstanding during the year. 
——— of options and warrants has not been assumed since such assumption would result in a lesser loss 
per share. 


For the three months ended December 31, 1970, net sales were $613,686, service income was 
$23,858, and the net loss was $146,155, equal to $.13 loss per share. For the comparable three-month 
period ended December 31, 1969 net sales were $77,488, service income was $42,819, and the net loss 
was $247,944, equal to $.32 loss per share. Such data are unaudited and, in the opinion of Atron, reflect 
all adjustments (which include only normal recurring accruals) necessary for a fair presentation of the 
results shown for such periods. The increase in net sales for the fiscal quarter ended December 31, 1970 
from the comparable quarter of the ~rior fiscal year was primarily due to an increase in shipments to 
Mohawk which constituted in excess of 90% of sales and service revenues for such quarter. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF INCOME 


The following statement presents the consolidated results of operations of Mohawk Data Sciences 
Corp. (“Mohawk”) and subsidiaries, includirg companies acquired on a pooling-of-interests basis, see 
Note (a) below. The statement, to the extent it relates to the three years ended July 31, 1970, has been 
examined by S. D. Leidesdorf & Co., independent public accountants, as set forth in their report included 
elsewhere in this proxy statement. The statement should be read in conjunction with the other financial 
statements of Mohawk and notes thereto included elsewhere in this proxy statement. Reference to the 
aforementioned notes is indicated by upper cas¢ letters. 


__Fiscal Periods Ended in 
See Note (a) 
(090’s Omitted 
1966 1967 1968 1968 1970 
(Not Covered by 
Revenues: Accountants’ Report) 
WOOk OONES CR — NGG Bia ginko dedccvieccsess 3 20,599 $ 24,326 $ 44,463 $ 60,927 $ 64,351 
Rental and service income ....-............. 910 3,275 9,382 22,084 38,199 
21,509 27,60° $3,845 83,011 102,550 
CA OG MIO... Si raacis dee > eucaksseeesesoeperes 16,696 16,568 29,785 35,931 36,829 
Cost of rental and service ............ cc eeececees 774 1,747 4,456 10,657 17,074 
17,470 18,315 34,241 46,588 53,903 
I IE Sock odo aaicc cease canccseevecksnaesune 4,039 $,286 19,604 36,423 48,647 
Development and engineering expenses .........-.. 1,060 1,288 1,883 4,836 6,395 
Selling, general and administrative expenses........ 5,546 6,136 11,080 17,280 22,888 
Losses resulting from product lines sold or discon- 
GONE S UE: Serie bacco ndses Veccscbnecubicenece 2,654 
WINN ORONO CI fics odes cn ccdsciccecscees tans 577 694 816 2,401 3,914 
Other (income) deductions—net (¢) ....... (1) ___(308) 428 153 (298) 
__ 9,836 7,810 14,207 24,670 32,899 
Income (loss) before items shown below .......... (5,797) 1,476 5,397 11,753 15,748 
(Provision) credit for income taxes (f)—Note E: 
MOE: sc cknScdieccddsdiesskrvadssbacusecsec 1,135 (23) (2,730) (4,898) (6,973) 
ne er ee Pere Pee are 22 64 384 (202) (452) 
Amount equivalent to reduction in income taxes aris- 
ing from use of net operating loss carry-forwards E (835) (1,004) (371) 
Income (loss) before extraordinary items .......... (4,646) 682 2,047 6,282 8,323 
Extraordinary items: 
Reduction in income taxes arising from use of 
net operating loss carry-forwards ........... 835 1,004 371 
Charge relating to settlement of litigation ..... (177) 
Provision for loss on investment in and advances 
to unconsolidated foreign subsidiary........ (185) 
WROE SOND RIGOR: 5 oo orikicbire ca es cendcceseccess ($_ 4,817) $ 1,332 $ 3,051 $ 6,653 $ 8,323 
Average shares outstanding (g} ...............+.. 4,331,290 4,775,702 5,293,406 $449,116 5,474,333 
Per share of Common Stock (g): 
Income (loss) before extraordinary items...... ($1.07) $.14 $.39 $1.15 $1.52 
Extraordinary items—credit (charge)......... (.04) 14 19 07 
Pree MONE CUNO 5 cots oh ovacekeebeasccs —(St.11) $.28 $.58 $1.22 $1.52 
No cash dividends have been paid during the periods shown. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO CONSOLIDATED STATEMENT OF INCOME 
(Not covered by Accountants’ Report with respect to the fiscal periods ended in 1966 and 1967) 

(a) Companies acquired during fiscal 1968 on a pooling-of-interests basis (Anelex Corporation and subsidiaries, Soro- 
ban Engineering, Inc. and its subsidiary and Ohr-Tronics, Inc.) had fiscal years ended on or about September 30 
and the results of such companies for such fiscal years have been included above for the fiscal years 1966 and 
1967, with the exception of the consolidated results of Anelex which are included in 1967 for the ten months 
ended July 30, 1967. The results of Anelex for 1968 are included for the twelve months ended July 31, 1968. 
Soroban and Ohr-Tronics are included in 1968 for the ten months ended July 31, 1968. The results of Mohawk are 
included for the twelve months ended July 31 in each of the years. Included in the fiscal year 1968 are the results 
of operations (not significant) of a company purchased during 1968. See Note A.. 

Reconciliations of net sales, rental and service income and net income (loss) as initially reported to stockholders 
and after reflecting the above-described pooling-of-interests are as follows: 


Fiscal Period Ended July 31 


(000’s Omitted ) ‘ 
Revenues: 1966 1967 
Mohawk, as reported to stockholders: 
DURUM CEL uss ai SiERe eke ss sock tees bbb 800 d6s $ 1,522 $ 6,091 
Rental and service income ..........ccccccesceces ip 886 3,239 
Companies acquired in pooling-of-interests: 
PN higred bette SO aVicbacnkbecee seas eel on 19,077 18,235 
BONUS GG BUCVINS TRROIING noe kbc co cc dcccsscuecnds i 24 36 = 
Total, as shown in consolidated statement of income....... $21,509 $27,601 
Net Income (Loss): 
Mohawk, as reported to stockholders:..............0eceuee ($ 1,006) $ 1,303 
Companies acquired in pooling-of-interests................ (3,811) 29 
As shown in consolidated statement of income............. ($ 4,817) $ 1,332 


(b) Approximately 3%—1966; 18%—1967; 30% —1968; 35% —1969 and 32%—1970 of net sales were to National 
Cash Register Company. 

(c) posing 1966, Anelex and a subsidiary incurred losses of $2,654,000 from product lines seld or discontinued. Net 
sales for the © ‘6 fiscal period excludes sales of $509,000 of product lines sold or discontinued. 

(d) Interest applic. .¢ to long-term debt amounts to $337,000—1966; $331,000—1967; $292,000—1968; $2,267,000 
—1969; and $2,896,000—1970. 

(e) Other (income) deductions—net includes royalty income of $139,00—1967; $186,000-—-1958; $237,000—1969; 
and $361,000—1970 and, in 1968, additional amortization of leasehold improvements and wri: off of debt ex- 
pense of $286,000 and $243,000, respectively. Includes, in addition, non-recurring items in fiscal 1970 which were 
substantially offsetting. : 

(f) Includes foreign income taxes of $1,061,900 (1969) and $2,482,000 ( 1970) and state income taxes of $256,000 

1969) and $550,000 (1970). . 

(g) mputed on the basis of the weighted average number of shares outstanding during each year (including for 

re prior to the merger of Anelex into Mohawk and the acquisitions of Soroban and Ohr-Tronics, the number of 
ohawk shares equivalent to the actual number of Anelex, Soroban and Ohr-Tronics shares outstanding) ad- 
justed retroactively for stock splits. Common stock equivalents do not have a material effect on earnings per share. 


For the six months ended January 31, 1971 and January 31, 1970, the unaudited comparative state- 


ment of income is as follows: Six Months Ended 
J: 31, 
1FT 1970 
(000’s omitted } 

POM TODO: 66 eta sb sk Vic waa Olek ARE Py RES: «-+-. $21,040 $33,820 
Rental and service income..................ec000. 24,045 17,015 
345,085 $50,835 
POE NMI a 5 60 SSE cehes saint Debs eeeees | RED $ 4,085 
Per share of Common Stock: Hea tee 4 Oo ie aah 

Income before extraordinary item. ............ $.43 $.70 

Extraordinary item—gain of $275,u00 from the re- 
valuation of foreign currencies.............. .05 
PMN his ik ky 6 0-9 <u Be wa emcee. v5. eee $.75 


Such data are unaudited and, in the opinion of Mohawk, reflect all adjustments (which include only tor- 
mal recurring accruals) necessary for a fair presentation of the results shown for such periods. 
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The decrease in net sales and net income in the six month period ended January 31, 1971 from the 
comparable period of the prior fiscal year was primarily due to a decrease in shipments to National Cash 
Register Company and other original equipment manviacturers, believed by Mohawk to be a part of the 
recent downturn in the U. S. economy which generally adversely affected companies in the computer 
and computer peripheral industries. In addition, there were significani sevenues from certain gov- 
ernment contracts during the six month period ended January 31, 1970, which contracts were completed 
in February 1970. 


Rental and service income has been increasing as a proportion of total revenues as Mohawk has 
maintained its program of placing on rent a substantial portion of the equipment manufactured by it 
while it continues to derive revenues from equipment previously placed on rent. Thjs increasing propor- 
tion was accentuated during the fiscal year ended July 31, 1970 and the six months ended January 31, 
1971 because of the decrease in sales to original equipment manufacture: as described above. In an at- 
tempt to maintain a balance between equipment sai2s and rentals, Mohawk has from time to time sold 
certain of its rental equipment to third parties. See Note J of Notes to Mohawk’s Financial Statements. 


The length of time equipment r-mains on rent determines the amount of profits to be made from 
such equipment. Equipment presently on rent is generally covered by short term lease agreements, al- 
though Moh vk is presently offering longer lease programs. See “Business and Properties of Mohawk— 
Marketing—End User Market”. Future rental and service income may be adversely affected by return 
of equipment on lease for various reasons, including budgetary reductions in the customer’s data process- 
ing department and the rapid technological advances and obsolescence factors present in the indus_ry. 


Mohawk’s End User backlog as of sanuary 31, 1971 and as of January 31, 1970 for equipment to 
be placed on rent wes in each instance approximately $35,000,000. Said figures were computed using the 
equivalent lisi price sales value of such rental equipment. The backlog at January 3i, 1971 of equipment 
to be sold to origiaal equipment manufacturers was approximately $13,500,000, compared with approxi- 
mately $20,500,000 at January 31, 1970. The backlog at January 31, 1971 of orders to be filled for the 
Federal Government was approximately $3,000,000, compared with approximately $250,000 at January 
31, 1970. The foregoing figures do not include orders for supplies and spare parts. Such figures cannot 
be translated into revenues or net income because of the varying profit margins and lead times among 
the different elements of Mohawk’s business. In addition, while the foregoing backlog ‘ar. are based on 
firm orders from customers, it has been Mohawk’s practice in the past to permit its customers to can- 
cel small orders, reduce quantities ordered, and to delay delivery dates. Such canceliations, reductions 
and delays have occurred more frequently during the recent economic decline than formerly. 
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MOHAWK DATA SCIENCES CORP. AND SUBSiDIARIES 
AND ATRON CORPORATION 


PRO FORMA COMBINED STATEMENT OF INCOME 
(Unaudited) 


The following unaudited pro forma combined statement of income gives effect to the proposed 
Agreement and Plan of Merger (described elsewhere herein) between Mohawk and Atron by combining 
the results of their operations on a pooling-of-interests basis. For purposes of this statement, results of 
operations of Mohawk for the fiscal period ended July 31, 1970 have been combined with those of Atron 
ior the fiscal period ended September 30, 1970. This statement should be read in conjunction with the 
other financial statements and notes thereto included elsewhere in this proxy statement. 


Fiscal Periods Ended In 
(000’s omitted) 
1966 1967 1968 1969 1970 
Revenues: pin a 8 oo 
Mohawk—as reported to stockholders: 
MME Ci naeecs vevnasouee come ¥ aaee $ 24,326 $ 44,463 $ 60,927 $ 64,351 
Rental and service income.........-- 910 3,275 9,382 22,084 38,199 
Atron (a): 
Net GAleS.... ccccccccccesccccccvcce $7 
Rental and service income......---++ | re ae end arene Re Nee EE. 
21,509 27,601 53,845 __ 83,011 102,611 
Cost OF BOlSBe occ. sc ccccvccccccccccvccccoose 16,696 16,568 29,785 35,931 36,283 
Cost of rental and service........sseeeeeeeeee Sea _.: ae __ 4,456 ce: Saas 17,066 
17,470 18,315 34,241 46,588 $3,949 
Gross profit .......seeeeeeeeeenneeeereeees __ 4,039 __9,286_ 19,604 __ 36,423 __ 48,662 
Development and engineering expenses (b)..... 1,06: 1,288 1,883 $,321 7,019 
Selling, general and administrative expenses... .. 5,54 6,136 11,080 17,280 23,617 
Losses resulting from product lines sold or 
discontinued ......ccccscccccccscccsccces 2,654 
Interest EXpense ......-. sees eee eeeeees rey 577 694 816 2,401 3,914 
Other (income) deductions—net.........++++ (1) (308) 428 153 (510) 
~_ 9836 _ 7,810 _ 14,207 _ 25,155 __34,040 
Income (loss) before items shown below. ... (5,797) ' 1,476 5,397 11,268 14,622 
(Provision) credit for income taxes— 
CE Co cian chtdececevedabeegnseene i,135 (23) (2,730) (4,898) (6,973) 
TIO kan dicic oes Ka0dcesavevdosceeoe 22 64 384 (202) (352) 
Amount a eee in mag ne taxes 
arising from use of net operating loss carry- 
RS Re pean i Per ee ree (8355) (1,004) (371) 
Income (loss) before extraordinary items...... (4,640) 682 2,047 5,797 7,297 
Extraodinary items: 
P duction in income taxes arising from use 
of net operating loss carry-forwards..... 825 1,004 371 
Charge relating to settlement of litigation. . (177) 
Provision for loss on investment in and 
advances to unconsolidated foreign 
GTIEY oc voce dcvetsvesedccsnse ces (185) a 
Net income (1088). ....0..scccccecccececesce ($4,817) $ 1,332 $ 3,051 $ 6,168 $ 7,297 
Average shares outstanding (c)..........-+00: 4,331,290 4,775,702 5,293,406 5,623,220 5,673,526 
Per share of Common Stock: 
Income (loss) before extraordinary items. . ($1.07) $ 14 $ 39 $:. 18 $$. 32 
Extraordinary items—credit (charge) ..... (.04) 14 19 07 
Net income (J0S8)......0..ceeeeeer cence ($1.11) s 28 $ 58 $ £30 $ 1.29 
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NOTES TO PRO FORMA COMBINED STATEMENT OF INCOME 


(a) Effect hus been given to elimination of intercompany sales and service income from Atron to Mohawk (see Note 
(a) to Atron Statement of Operations and Deficit). Sales from Mohawk to Atron were not material. 

(b) For the purposes of this statement, development expenses of Atron have been expensed in the year incurred and 
reclassified to development and engineering expenses for the period she vn on a pro forma basis. 

(c) Computed on the basis of the average number of Mohawk shares outstanding during each period, adjusted to give 
effect to the proposed 1 for 4 exchange of Mohawk common stock for Atron common shares (based upon the 
average number of Atron shares outstanding during each period). 


After giving effect to the Agreement of Merger, and combining the results of operations of Mohawk 
for the three months ended Cctober 31, 1970 with those of Atron for the three months ended December 
31, 1970, and after the elimination of intercompany sales, net sales for the three month period were 
$10,160,000, rental and service income was $11,665,000 and net income was $1,085,000, equal to $.19 
per share. For the comparable three month period of the prior year, uet sales were $17,065,000, rental 
and service income was $7,915,000 and net income was $1,820,000, equal to $.32 per share. Such data 
are unaudited and, in the opinion uf Mohawk and Atron, reflect all adjustments (which include only 
normal recurring accruals) necessary for a fair presentation of the results shown for such periods 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES, 
ATRON CORPORATION AND COLORADO INSTRUMENTS, INC. 


PRO FORMA COMBINED STATEMENT OF INCOME 
( Unaudited) 


The following unaudited pro forma combined statement of income gives effect to the proposed 
Agreements and Plans of Merger (described elsewhere herein) between Mohawk, Atron and Colorado 
by combining the results of their operations on a pooling-of-interests basis. For purposes of this state- 
ment, results of operations of Mohawk for the fiscal periods ended July 31, have been combined with 
those of Atron and Colorado for the fiscal periods ended September 30 and May 31, respectively. This 
statement should be read in conjunction with the other financial statements and notes thereto included 
elsewhere in this proxy statement. : 


Fiscal Periods Ended In 
1966 1967 1968 1969 1970 
pias ~~ (000% omitted) ~ we 
Revenues: 
Mohawk: 
MAIN ics clea acai dcen ise oA Us goees $ 20,599 $ 24,326 $ 44,463 $ 60,927 $ 64,351 
“i Rental and service income............... 910 3,275 9,382 22,084 38,199 
; Atron and Colorado (a) (d): 
PEMA a eae eo nie kare ke eke Mice 592 570 803 693 833 
Rental and service income............... 4 
22,101 28,171 54,648 83,704 103,387 
& COO OE MAINO Sic d wai nis wap dioinn'c bees! see xs oobean 17,061 16,915 30,283 36,374 37,459 
Cost of ceotal and eeviote. ccs sks cscs ceccceess 774 1,747 4,456 10,657 17,066 
17,835 18,662 34,739 47,031 54,525 
ALMA aN rar i aN Se er RUE CR A 4,266 9,509 19,909 36,673 48,862 
Development and engineering expenses (b)........ 1,116 1,327 1,906 5,386 7,145 
Selling, general and administrative expenses........ 5,667 6,325 11,374 17,583 24,272 
Losses resulting from product lines sold or 
OUR os Venu tedsdcaede aulcwavie ocials 2,554 
SES ECE Ta EE Og 581 696 825 2,411 3,922 
Other (income) deductions—net.............-.005 (2) (309) 427 145 (551) 
___10,016 8,039 14,532 25,525 34,778 
Income (loss) before items shown below........... (5,750) 1,470 5,377 11,148 14,074 
{Pr »ision) credit for income taxes— 
CNN ecb G ss ean SCRE RE ado Chik wa ack 1,118 (23) (2,730) (5,077) (6.°23) 
RisGePw essa, Lia Sede dea bec oabnckhs 22 64 384 108 (214) 
Amount equivalent to reduction in — taxes 
arising from use of net operating loss carry- 
terenenseeseeeeseeseeseeceeeeeeenes | (835) (1,004) (457) 
Income (joss) before extraordinary items.......... * (4,610) 676 2,027 5,722 7,037 
Extraordinary items: 
Reduction in income taxes arising from use of 
nei operating loss carry-forwards........... 17 835 1,004 487 
Charge relating to settlement of litigation... .. . (177) 
ue Provision for loss on investment in and advances 
to unconsolidated foreign subsidiary........ (185) 
By —_—_———— Se ee a ona 
TUR. NINE SOON ae eon aoe ee ($4,770) S_ 1,326 S$ 3,031 S$. 6,179 a 7,837 
Average shares outstanding (c)...............0.. 4,376,077 4,823,600 5,352,776 5,629,230 5,754,978 
Per share of Common Stock: i ath an oe 
Income (los3) before extraordinary items...... ($1.05) $.14 $.38 $1.02 $1.22 
Extraordinary iteme—credit (charge)......... (04) 13 19 08 
’ WOO MRNUID  CIOUEE ase ba wicecde ies ee b ckae's ($i 09) il $.57 $1.10 $1.22 
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NOTES TO PRO FORMA COMBINED STATEMENT OF INCOME 


(a) Effect has been given to the elimination of intercompany sales and service income of “4e companies acquired. 
Sales from Mohawk to Atron and Colorado were not material. 


(b) For the purposes of this statement, development expenses of Atron have been = in the year incurred and 
reclassified to develoment and engineering expenses for the period shown on a pro forma basis. 


(¢) Computed on the basis of the average number of Mohawk shares outstanding during each period, adjusted to give 
effect to the proposed 1 for 4 exchange of Mohawk common stock for Atron common shares, and the erepeees i 
for 7 exchange of Mohawk common stock for Colorado common stock (based upon the average number of shares 
outstanding during each period). 


(d) Effect has been given to the elimination of intercompany profit on sales from Colorado to Mohawk, net of in- 
come tax effect. Net sales of Colorado for the fiscal years ended May 31, 1966 through 1970 were $592,000, 
$570,000, $803,000, $1,844,000 and $1,287,000, respectively. There were no material intercompany sales during 
fiscal 1966 through 1968. Intercompany sales eliminated in fiscal 1969 and 1970 amounted to $1,151,000 and 
$511,000, respectively. 


Net income (loss) of Colorado after tax provisions or credits for the fiscal years 1966 through 1970 was $47,000, 
($7,000), ($21,000), $321,000 and ($121,000) respectively. Earnings (loss) per share during the same fiscal 
periods were $.15, ($.02), ($.05), $.64 and ($.2i), respectively. 


The elimination of intercompany profit on sales, net of tax effect, for fiscal 1969 and 1970 amounted to a re- 
duction in the net income of the combined companies of $310,000 and $140,000, respectively, or a reduction of 
$.01 per share and $.07 per share, respectively. 


After giving effect to the Agreements and Plans of Merger, and vombining the results of operztions 
of Mohawk for the three months ended O. ‘ober 31, 1970 with those of Atron for the three months 
ended December 31, 1970 and with those of Colorado for the three months ended August 31, 1970, 
and after elimination of intercompany sales, the comparative statement of income is as follows: 


Three Months Ended 
October 31, 
1970 1969 
(000's omitted) 
TNOG SUOR. oats vss eee visa REO ee OS Oh. URS cease, 0 ROOS $17,215 
Rental and service income... .... SCL ee was 11,665 7,915 ; 

: $22,200 $25,130 
Net income ........... Sivas ealees iivenekeee ee $ 1,795 

Net income per share of Commoza Stock........... $.17 $.31 
———==== ———S____ 


Such data are unaudited and, in the opinion of Mohawk, Colorado and Atron, reflect all adjust- 
ments (which include only normal recurring accruals) necessary for a fair presentation of the results 
shown for such periods. 
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BUSINESS AND PROPERTIES OF ATRON 
General 


Atron was incorporated under the laws of the State of Minnesota on November 27, 1968. Its ex- 
ecutive office and plant facilities are located at 1256 Trapp Road, St. Paul, Minnesota 55121, telephone 
number (612) 454-6150. Atron is engaged in the design, development, manufacture, systems engineering, 
programming, marketing and support of small computers and terminal systems. 


The initial sales efforts were directed towards the sale of the small computer to original equipment 
manufacturers (OEM). The volume of sales did not develop to the extent anticipated due, in the opinion 
of Atron’s management, to the downturn in the United States economy during 1970, which generally 
adversely affected the computer industry. Only a limited marketing organization to offer terminal systems 
to end users has been developed. See “Reasons for Merger and Recommendations of Directors.” 


Products 


Atron’s first product was the 501 Datamanager Computer made for the OEM market. The 501 
Datamanager used as a programmable control unit receives data, alters the form of such data, does sim- 
ple operations on the data and transmits the resulting information. With the use of adaptors, the control 
unit tay be connected to printers, card and tape readers, magnetic tape units and communication lines 
to provide different combinations of data input, alteration, conversion and output functions. 


Atron offers to end users a series of remote batch terminals which include the 501 Datamanager 
as the main processor. The 501 Datamanager and related interface equipment developed by Atron are 
combined with card readers, printers, disc units, magnetic tape units, teletypewriters and cathode ray 
tube display units. The terminal family offers a wide range c* communication speeds, with card readers 
having a capacity of 225 to 1,000 cards per minute and line printers of 135 to 1,250 lines per minute. 


Products recently developed or under development which Atron is offering or expects to offer dur- 
ing the current fiscal year include the following: (a) A high speed peripherai line printer subsystem for 
end users employing the 501 Datamanager. The subsystem includes a Mohawk high speed printer and 
magnetic tape unit. Engineering development of the subsystem is substantially complete. (b) A low 
speed multiplexer which permits the 501 Datamanager to communicate with from 8 to 32 common car- 
rier communication lines and to act as a concentrator of information from other remote terminals. The 
first multiplexer was delivered in February 1971. (c) Flexible peripheral controllers for special purpose 
low cost control of peripheral devices. These controllers constitute the 601 Series of small comiputers 
which are smaller in capacity and cheaper than the 501 Datamanager. A prototype is in operation and 
the product is expected t~ ' < released for manufacturing in the near future. There is no assurance that 
any of the above described products, if marketed, will be profitable. 


Since the techno..zy involved in the design and manufacture of Atron’s products and in the com- 
puter industry in general is complex and subject to constant change, Atron is committed to a program 
of continual improvement and refinement of its products. 


Marketing 


In the fiscal year ended September 30, 1970, sales to Mohawk of the 501 Datamanager and re- 
lated equipment for integration by Mohawk into its off line print station systems constituted approximately 
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90% of total sales. Such sales were made pursuant to a contract providing for the sale to Mohawk by 
Atron of the 501 Datamanager computer and related adaptor units, with certain required features, to the 
extent ordered by Mohawk. The contract provides that in the event Atron fails to deliver equipment or if 
Atron terminates the agreement without Mohawk being in default, Atron must, at the request of Mohawk, 
grant to Mohawk a non-exclusive license to make, sell and use the equipment covered ‘y the agreement, 
with a royalty being payable after the first 100 units. Because Mohawk has already purchased a speci- 
fied minimum number of units, Atron must under the agreement, should Mohawk so request, grant Mo- 
hawk a non-exclusive license to make, sell and use the equipment covered by the agreement, for which 
Mohawk would pay Atron $50,000 plus a royalty on all units sold or installed by it. 


Production 

Atron assembles the components of {ts products at its own plant. Most of the parts and materials 
used in the manufacture of the 501 Datamanager and its other products are purchased from independent 
suppliers. Peripheral devices, such as line printers and card readers, included in the systems are pur- 
chased principally from Mohawk. Purchases from Mohawk for the fiscal year ended September 30, 1970 
and the four months ended January 31, 1971 were approximat.’~ $95,000 and $105,000 respectively. 
Atron is not dependent on any one supplier. 


Competition 

The areas of the computer industry in which Atron is engaged are highly competitive. Most com- 
petitors are larger than Atron and have financial resources far greater than those of Atron. Established 
computer manufacturers and other established manufacturers of peripheral equipment have oficred, or 
have the capability and resources to develop and market, products comparable to those offered and 
proposed to be offered by Atron. In addition, Mohawk under its agreement with tron, may under 
certain circumstances acquire a non-exclusive license to make and sell the 501 Datamam:ger. See ““Mar- 
keting.” 

The computer industry in which Atron is active is noted for the frequent introduction of new ana 
advanced techniques, products and services, and as such is subject to early technological obsolescence. 


Employees 
On January 31, 1971, Atron had 145 full time employees, of whom 12 were in administration, 21 
in engineering, 75 in production, 13 in systems and programming and 24 in marketing, field service and 


suppcrt. On that date, Atron had 89 additional persons employed in assembly work on a part time or 
piece work basis. ; 


Property 

Atron’s office and manufacturing facilities are located in St. Paul, Minnesota, in a new building of 
concrete block and brick construction, which was built to its design and is leased by it. The building 
contains 30,000 square feet, of which 5,000 square feet are used for administration offices and com- 
puter facilities, 5,000 square feet for engineering and accounting and 20,000 squ: °: feet for production. 
The basic term of the lease runs until December 31, 1979. The annual rent is $49,280 plus taxes, 
maintenance and insurance costs. Atron has an option to purchase the property in 1979 at the greater of 
$464,500 or the fair market value of the land and buildings as determined by arbitration. Sales offices 
located in the metropolitan areas of Boston, Dallas and Minneapolis are leased for terms of one to three 
years at annual rents aggregating $21,317. 
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BUSINESS AND PROPERTIES OF MOHAWK 

General 

Mohawk, a New York corporation organized in 1964, is engaged in the design, development, man- 
ufacture and sale or rental, in a variety of markets, of electronic d- wocessing ecuipment designed to 
be used in association with most computer systems. Its principal! ‘ets are (1) datr input devices, 
such as DATA-RECORDERS, used to transcribe information by use of a keyboard fiom source documents 
and other media directly to standard magnetic tape, which is then processed into a computer; (2, data 
communications devices used, in conjunction with telephone and other devices, to facilitate the trans- 
mission of data to and from various locations, which iuformation can then be processed into a computer 
or received by other peripheral devices for print-out; (3) media conversion devices used to effect the 
conversion of information from one medium to another, such as punch card to magnetic tape or paper 
tape to magnetic tape; and (4) data output devices such as high anc low speed printer systems incorpo- 
rating a broad range of performance capabilities for use with compute: and other information processing 
equipment. Other products include high speed digital listers for use in measurement equipment; various 
speed card punches and card readers; paper tape readers, interpreters and high speed punches; and spe- 
cialized computer and other special purpose inked ribbons and perforated tags. 


In February 1971 Mohawk announced its System 2400, a highly flexible system with a wide range 
of peripherals interfaced with ar Atron 501 Datamanager computer. The new system was designed for 
use with the third generation of computers, and time: to coincide with the initial phase of the new IBM 
System/370 cycle: It should be noted that deliveries of the System 2400 are not scheduled to commence 
until late fiscal 1971, and there c" be no assurance that Mohawk will be able to produce and market 
the System 240C successfully. 


Mohawk’s principal executive offices are located on ralisade Street, Herkimer, N. Y. 13350 
and its telephone number at such address is (315) 847-6000. 


The term “Mohawk” as used herein means 71< i: ciudes Mohawk Data Sciences Corp. and all of its 
subsidiaries unless otherwise indicated or unless the conicat otherwise requires. 


Proposed Merger of Colorado Instruments, Inc. 

On March 11, 1971, Mohawk announced an =;reement in principle with Colorado Instruments, 
Inc., providing for the merger of such corporati: into a wholly-owned subsidiary of Mohawk and the 
issuance of one share of Common Stock of Mois." sor each seven outstanding shares of Coloradw. If 
such merger is consummated, Mohawk will be obligated to issue an aggregate of approximately 81,600 
shares of its Common Stock to the Colorado shareholders and assume the obligations of Cclorado 
pursuant to its outstanding options and warrants, which may require Mohawk to issue up to approxi- 
mately 10,100 additional shares. It is expecied that such merger will be submitted to the shareholders of 
Colorado for approval at a meeting to be held during the latter part of May, 1971. The merger with 
Colorado is subject to the approval of the Board of Directors of Mohawk and to various conditions 
similar to those outlined on page 5 hereof with respect to the proposed merger of Mohawk and Atron. 
Mohawk can give no assurances that such merger will be consummated or, if consummated, will be ef- 
fected on the terms set forth above. 


Colorado was incorporated under the laws of the State of Colorado in 1961 and maintains execu- 
tive offices and plant facilities in Broomfield, Colorado. Colorado’s primary product is a source data 
collection system (the C-Dck system) providing for the acquisition of data at its point of origin, con- 
version thereof to computer-usable form and transmission, usually threugh a multiplexer, to a recorder 
for subsequent computer processing or directly on-line to the customer's own computer. Colorado also 
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manufactures electro-mechanical and electronic components for a number of commercial and indus- 
trial customers, and pezforms custom system engineering services. Colorado is currently engaged in the 
development of a low-cost solid-state keyboard » ~it which it expects to manufacture and sell to original 
equipment manufacturers who use keyboards «art of their own input devices. 

Since 1968 Colorado expended considerable * forts to build up the distribution of its source data 
collection equipment to the end user market, which involved substantial expansion of its marketing and 
engineering forces, ner ‘tating corresponding expenditures. Although such efforts resulted in increased 
shipments, expansion - .«e end user market by Colorado required the placement of equipment under 
lease, as opposed to outrizht sale, with certain adverse effects on Colorado. weasing of equipment placed 
a heavy strain on its working capital and cash position, and such situation was alleviated only in part 
through the use of ‘hird-party lessors, who advanced a portion of futvre rentals, as the tight money mar- 
ket during 1970 made it difficult for Colorado to obtain sufficient lease financing. In addition, the severe 
downturn ‘n the U. S. economy adversely affected Colorado’s shipments. 


The following table sets forth the net sales, rental and service income and net earnings of Colorado 
for the periods indicated: 


Six Months Ended 
Year Ended May 31, November 30, 
1966 1967 1968 1969 1970 1970 1969 
Net Sales...... $591,644 $570,010 $802,896 $1,843,961 $1,286,616 $473,510 $723,519 
Rental and FSR TT eae ope Me ey SEE atl CREE COST cae RR Ag Ra ck a 
Service Income — _ _— _ — $ 22,539 — 
Net Earnings 
CEOM) oases $ 46,821 ($6,694) ($20,862) $ 321,016 ($121,475) ($481,932 5) $ 7,694 


For the three months ended February 28, i971 net revenues were $30,734 and the net loss was 
$315,532, or $.56 loss per share. For the comparable three month period ended February 28, 1970 
net revenues were $117,340 and the net loss was $94,369, or $.16 loss per share. Such data are un- 
audited and in the opinion of Colorado reflect all adjustments (which include only normal recurring 
accruals) necessary for a fair presentation of the results shown for such periods. 

Prior to 1968, Colorado’s sales and marketing activities were limited to direct sales efforts by the 
home office staff, supplemented by manufacturers’ representatives. In Juae 1968 Col:rado entered ‘nto 
a marketing agreement wit!: Molawk, giving Mohawk certain exclusive worldwide rights to market the 
C-Dek system. Colorado retained the right to also market the system in competition with Mohawk, sub- 
ject to certain limitations. In May 1970 Mohawk’s exclusivity under the agreement expired. During fiscal 
year ended May 31, 1969. cales to Mohawk were $1,151,000, or 62% of total revenues. “or the fiscal 
year ended May 31, 1970, sales to Mohawk decreased to $511,000, or 40% of total revenues, and for 
the six-month period ended November 30, 1970, sales to Mohawk were $204,000, or 41% of total reve- 
nues. The decline in sales to Mohawk during fiscal 1970 and the first six months of fiscal 1971 was at- 
tributable to a decrease in demand for Colorado’s products by Mohawk’s customers, causing Mohawk to 
reduce its orlers from Colorado. 


Marke“ng 

Mvhawk’s customers may be divided into four main classifications: the customer which rents 
or buys Mohawk’s equipment for its own use (an “End User”), the electronic data processing origi- 
nal equipment manufacturer (“OEM”) which buys Mohawk’s equipment for resale and as a com- 
ponent part of its own system, the United States Federal Government and the purchasers of supplies for 
data process..1g equipment. 
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End User Market 

In the End User market Mohawk’s primary products are its DATA-RECORDER series and high and 
low speed printer systerns, which are suitable for use with over 90% of the magnetic tape computers 
presently on the market, including most of the computer systems manufacturei by International Busi- 
ness Machines Corporation, National Cash Register Company, Honeywell Information Systems Inc., 
RCA Corp., Control Data Corporation and others. Various models and configurations of models of the 
DaTA-RECORDER series have applications in the data processing areas of computer input, transmission 
or communications, and media conversion (e.g. paper tape to magnetic tape, punch cards to magnetic 
tape). Other Mohawk products fill market needs in the areas of data collection and computer output. 

During each of the fiscal years ended July 31, 1968, 1969 and 1970 substantially all of Mohawk’s 
equipment shipped domestically to End Users was on a rental basis. Mohawk’s basic dcmestic lease 
agreement provides for an initial term of 12 months and continues thereafter on a month to month basis 
until terminated by either party. Additional equipment may be included under the criginal lease with 
the result that equipment may in effect be rented under leases with a firm duration of only one month. 
Mohawk recently commenced a program of marketing its equipment to End Users pursuant to extended 
term leases ranging from two to five years, with options to extend for additional periods. Such leases 
provide the End User with significant discounts from the basic monthly rental charge applicabiz to a 
one year rental. 

Equipment is distributed natioua'ly to End Users through 78 regional offices in 38 states, and has 
been rented or sold to more than 2,800 End User customers. Multiple unit usage is common; most cus- 
tomers have two or more units and several! have 200 or more. 


OEM Market 

The products sold to OF, { customers include the DATA-RECORDER series, BUFFERED TAPE UNITs, 
printers and print heads, card readers and punches, and paper tape readers, punches and interpreters. 
Mohawk also sells a full complement of spare parts for such equipment. Mohawk’s OEM sales distri- 
bution system has sales offices in 14 locations. OEM purchasers generally receive substantial volume 
discounts and normally market any products purchased from ifohawk under their own labels. 


The single largest O&M customer in both the domestic and foreign markets is National Casn Regis- 
ter Company (“NCR”), which accounted for approximately 25%, 25% and 20% of total revenues 
during the fiscal years ended July 51, 1968, 1969 and 1970, respectively. Most sales to NCR are made 
pursuant to a contract, 25 amended, giving NCR the exclusive worldwide right, with the exception of Mo- 
hawk’s sales force, to market the DATA-RECORDER series and certain other products. Such exclusivity 
will terminate in the event NCR fails to purchase products under the contract at the rate of 1500 units 
per annum, and will terminate outside of the United States and Canada in the event 800 units are not 
purchased per annum for use outside of the United States and Canada. Although shipments to NCR 
have recently decreased (see page 14 hereof), NCR is presently purchasing products at a level suffi- 
cient to maintain such exclusivity. Under the contract, NCR receives volume discounts for products 
purchased thereunder which vary according to the product and the aggregate annual volume of NCR 
purchases. Such contract may be terminated by either party upon 36 months’ prior writien notice. 


U. S. Federal Government Market 

Mohawk is marketing its equipment other than the DaTA-RECORDER series on a rental and sales 
basis to the Federal Government and certain of its prime contractors. In addition, Mohawk sells spare 
parts to the purchasers of such equipment. NCR has the exclusive right to market the Data-RecorDER 
series to the Federal Government until June 30, 1972, and thereafter unless terminated upon one year’s 
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prior written notice, except that under the NCR contract, as amended, the Da1A-RECORDER series, if 
connected to a data processing system produced by Mohawk, may be marketed to the Federal Gov- 
ernment by Mohawk. 


Mohawk has recently contracted to supply the Army Electronics Command with high speed page 
printers for the military world-wide communications system known as the Automatic Dig: | Informa- 
tion Network (“Autodin”). Mohawk previously had supplied said agency with printers under the Auto- 
din program. Deliveries under such contract are to commence in November 1971 and contiave until 
August 1972. Mohawk has also subcontracted with one of the prime contractors in the Autodin program 
to deliver card punches and high speed interpreters during the period from June 1971 until March 1972. 
It is expected that the revenues to be received by Mohawk from such contracts will approximate 
$2,400,000. 


Supplies Market 

Mohawk produces specialized computer and other special purpose inked ribbons for the supplies 
market; it also manufactures and sells paper tickets for its data collection system to the retail, garment 
and textile industries. 


P reign Operations 

Mohawk distiii-ites its p.:ducts through 75 sales and service offices in Canada, Belgium, The 
Netherlands, France, Great Britain, Italy, West Germany, Switzerland, Denmark and Jreland and 
through foreign representatives in 51 other countries. Mohawk has manufacturing facilities in Menden, 
West Germany and Eagles-liffe, England. See “Plant and Personnel.” 


Producticn 

Production operations involve the assembling of parts, components and units purchased from others, 
and the manufacturing of mechanical and printed circuit components. Alternate sources are available for 
most items purchased. Mohawk’s engineering staff has designed many of the special devices employed 
to accelerate the intricate assembly processes while adhering to rigid quality standards. 
Revenues 

Sales of Mohawk’s products accounted for approximately 83%, 73% and 63% of total revenues 
for the fiscal years ended July 31, 1968, 1969 and 1970, respectively, and the balance was represented 
by rental and service income. See Mohawk’s Consolidated Statement of Income on page 12 hereof. All 
of Mohawk’s products are electronic daia processing equipment and supplies therefor. g 


Foreign operations accounted for approximately 13%, 22% and 30%, respectively, cf total rev- 
enues for the fiscal years ended July 31, 1968, 1969 and 1970. The percentage of such revenues ai:ib- 
utable to sales and to rentals was substantially similar to that of domestic operations. It is Mohawk’s 
policy to price equipment sold abroad so that the gross profit margin on foreign and domestic saies is 
not significantly different. However, because a larger percentage of sales abroad is to independent dis- 
tributors and End Users, as contrasted with the high percentage of domestic sales to OEM customers, as 
well as because of differences in foreign and domestic tax rates, wage and salary costs, and other factors, 
Mohawk’s net profit as a percentage of revenues on foreign operations is somewhat higher than on 
domestic operations. This may not continue to be so in the future. 


Engineering 

Mohawk’s engincering program is directed primarily towards the design and development of new 
products for the data processing industry and is oriented to applications and systems engineering in the 
areas of primary concern to Mohawk and other data processing original equipment manufacturers: the 
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dati: input, data communications, media conversion and data output fields. In addition, the engineer- 
ing’ department provid:s substantial assistance and Support to Mohawk’s manufacturing and marketing 
Operations. Mohawk employed 120 engineers at January 31, 1971. 

Mohawk holds numerous patents (including a patent issued in December, 1969 on certain 
features of the DATA-RECORDER) and has applied for additional patents. While Mohawk feels that 
these patents and applications, ana aridicional patents that may be applied for, are and will be of value, it 
believes such patents and applications will not be determinative of Mohawk’s success, which depends 
principally upon its manufacturing, engineering, marketing and service skills and the quality and eco- 
nomic value of its products rather than upon patent protection. 

Competition 

In the electronic data processing field, competition is intense and technological advances are rapid. 
Mohawk encounters active competition from a number of independent manufacturers of recording 
devices, printers and other peripheral equipment for electronic data processing systems and from certain 
large computer manufacturers which produce such equipment for their own use and compete by offering 
such equipment to other systems manufacturers. Some of these competitors have far greater resources 
and facilities than Mohawk and, considered in the aggregate, compete in the entire line of equipment 
marketed by Moliawk. 


Plant aad Personnel 

Mohawk has its principal office in Herkimer, New York and its financial and iegal office in New 
York, New York. Its chief manufacturing facilities are in Herkimer, New York; Stoneham, Massachusetts; 
King of Prussia, Pennsylvania; and Menden, West Germany; with other production facilities in New York, 
California and England. There are a total of 79 Mohawk sales and service offices throughout the United 
States. All of such offices (as well as all such offices in foreign countries) maintain a supply of spare 
parts and equipment to help implement support given to customers by Mohawk-trained field service 
engineers. 

In Herkimer, Mohawk carries on manufacturing operations and applications and systems engineer- 
ing functions in three buildings, aggregating approximately 300,000 sqnare feet, all of which buildings 
are of masonry and stc:] frame construction, located on approximately 38 acres of land owned by Mo- 
hawk. See “Capi ii Siructure” for information with respect to mortgages on the buildings. Mohawk’s re- 
search and development facilities in Stoneham, Massachusetts consist of two buildings aggregating 65,000 
square feet. Mohawk’s operations in King of Prussia, Pennsylvania are conducted in two leased plants 
aggregating 100,000 square feet. Mohawk’s West German subsidiary manufactures DaTA-RECORDERS 
end printers in a 56,000 square-foot plant in Menden, West Germany. Mohawk’s other manufacturing 
facilities aggregate approximately 63,500 square feet, of which approximately 32,500 square feet of space 
are owned and the balance leased, as are its sales and service offices in the United Stctes and abroad. 
Mohawk maintains schools in Herkimer and Menden for training its salesmen and field service en- 
gineers and the personnel of its customers. Mohawk also owns two warehouses, aggregating approxi- 
mately 140,000 square feet, and leases an additional 18,600 square feet of warehousing space. See Note 
J of Notes to Mohawk’s Financial Statements with respeci to annual rentals payabie. 

As of January 31, 1971, Mohawk employed 3,065 persons on a full time basis in its domestic 
operations. Mohawk’s personnel were assigned as follows: engineering—305, including 120 engineers; 
sales and field seryice—866; manufacturing and quality control—1,691; and general management and 
administration—203. As of January 31, 1971, approximately 1,300 additional persons were employed 
in Mohawk’s foreign operations. Mohawk believes that its relations with its employees are excellent. 
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MANAGEMENT OF MOHAWK 


The following table sets forth certain information as to each of the present directors of Mohawk: 


Shares of 
Common Stock 
Owned Beneficially 
A Director as of 
Name Principal Occupation Since December 31, 1970 
Robert Groben Partner in Ferris, Hughes, Dorrance & 1964 17,112 (1) 
Groben, Utica, New York, attorneys 
V. E. Johnson* Chairman of the Board of Mohawk 1964 257,270 
Paal R. Judy President of A. G. Becker & Co. 1965 1,550 (2) 
Incorporated, investment bankers and since 
February, 
1967 
Richard L. Karpen Executive Vice President of Mohawk 1969 2,200 
Lorne H. King Retired 1966 49,100 
Max Philipson President of Max Philipson & Co., Inc., 1964 93,688 (3) 
securities dealers 
Richard P. Rifenburgh* President of Mohawk 1964 77,705 (4) 
Theodore D. Robinson Cousultant to Mohawk 1970 48,354 (5) 
Herbert Roth, Jr. President of LFE Corporation, 1967 4-4 
a manufacturer of electronics 
apparatus and systems 
Patrick B. Smith Vics President of Mohawk 1969 16,094 
Otto Stitz President of MDS-International, Inc., 1967 3,333 
a suusidiary of Mohawk 
Wayne Wells* Executive Vice President and 1968 200 


Treasurer of Mohawk 
*Member of the Executive Committee. Messrs. Karpen and S«itz are alternate members. 


(1) Excludes a total of 400 shares owned by Mr. Groben’s wife, the beneficial owners. » of which is disclamed ~ Me. 


(2) In addition, The Paul R. Judy Foundation, of which Mr. Judy is President a director, holds of record and 
beneficially $14,00° principal amount of Mohawk’'s 5'4 % Convertible Getontiantes Debentures due December 
15, 1994, which are convertible into shares of Common Stock of Mohawk at $85.50 per share. Mr. Judy disclaims 
beneficial ownership of such securities. 
(3) Excludes a total of 30,000 shares owned by Mc. Philipson’s wife. In addition, The Max and Ruth C. Philipson 
Foundation, of which Mr. Philipson is a controlling person, holds of record and beneficially $25,000 principal 
amount of Mohawk's 542% Convertible Subordinated Debentures due December 15, 1994. Mr Philipson disclaims 
beneficial ownership of any of such securities. 


(4) In addition, 43,534 shares are owned by a corporation presently controlled by trusts for members of Mr. Rifen- 
ay family ‘other than himself, and 255 shares are owned by trusts for the benefit of his children. Mr. Rifen- 
burgh disclaims any beneficial interest in the ownership thereof. 


(5) Excludes a total of 425 shares owned by Mr. Robinson’s wife and minor daughter, the beneficial ownership of 
which is disclaimed by Mr. Robinson. 
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Messrs. Johnson, Rifenburgh and Smith have been with Mohawk since its inception in 1964. Mr. 
Wells joined Mohawk in February, 1968, having been a partner of S. D. Leidesdorf & Co., certified 
public accountants, for the three previous years. Mr. Karpen has been with Mohawk since September, 
1967, prior to which he had been with Control Data Corporation for more than the previous two years, 
his last position there being Director of Engineering of the Government Systems Division. Mr. Stitz has 
been with Mohawk since April, 1967, and before that was with Remington Rand G.m.b.H. in Germany 
for 17 years. Messrs. King and Robinson were founders of Mohawk and were employed by Mohawk 
until their retirement in 1969 and 1970, respectively. Messrs. Philipson and Groben have held their 
present positions for more than the past five years and Mr. Judy has been with A. G. Becker & Co. In- 
corporated for ten years, having been its president since 1968. Mr. Roth had been president of Anelex 
Corporation prior to its merger into Mohawk in October, 1967, and was president of Mohawk’s subsi- 
diary of such name until March, 1968 when he became president of FE Corporation. 


Remuneration of Directors and Officers 


The aggregate remuneration paid by Mohawk and its subsidiaries fox services in all capacities during 
the fiscal year ended July 31, 1970 to cach person who was a director at any time during such fiscal year 
whose aggregate direct remuneration exceeded $30,009 and to each of the three highest paid officers of 
Mohawk, and to all persons as a group who were directors or officers of Mohawk at any time during 
such fiscal year, and the estimated annual retirement benefits of each individual named below under 
Mohawk’s Pension Plan, were as follows: 


Estimated 
cate wa 
Name of Individual in ‘sret Pension Benefits 
or Number of Persons Remuneration Upon 
in Greup Was Received (1) Remuneration Retirement (2) 
V. E. Johnson Chairman of the Board $ 75,000 $2,263 
of Mohawk 
Richard P. Rifenburgh President of Mohawk 61,667 5,766 
Wayne Wells Executive Vice President and 61,250 3,876 
Treasurer of Mohawk 
Richard L. Karpen Executive Vice President 51,560 4,300 
of Mohawk 
Otto Stitz Officer of Mohawk’s 50,833 4,030(3) 
European subsidiaries 
Patrick B. Smith Vice President of Mohawk 50,667 2,727 
Herbert Roth, Jr. Consultant to Mohawk 31,111 a 
All directors and officers 733,013 oe 


as a group (22 persons) 


(1) Until June 11, 1970 Mr. Johnson was President of Mohawk as well as Chairman of the Board, Mr. Rifenb: 
was Executive Vice President and Secretary, Mr. Wells was Financial Vice President and Treasurer and Mr. 
Karpen was a Vice President. The remuneration received in such capacities by them is included hereunder. 


(2) Asaming that (i) each such individual will retire at normal retirement age (65), (ii) each will be paid at least 
*20,000 per ycar until retirement, (iii) benefits under the Pension Plan are not altered prior to retirement, and 
(iv) all actuarial costs and expenses of the Pension Plan are paid by Mohawk. 


(3) Mr. Stitz does not participate in Mohawk’s Pension Plan but similar benefits are provided for him pursuant to 
arrangements with subsidiaries of Mohawk. 
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Mr. Stitz has entered into employment contracts with certain of Mohawk’s European subsidiaries, 
expiring in 1975 and renewable thereafter on a year-to-year basis, providing for aggregate annual re- 
muneration of approximately $60,000. 

Under Mohawk’s Profit-Sharing Retirement Plan for Employees, benefits are accrued for domestic 

a employees. An amount equal to approximately 3% of Mohawk’s coasolidated net profits before income 
taxes is contributed to such Plan for each fiscal year. The contribution is allocated equally among all 
participants up to $200. Any excess contribution above such amount is allocated among all participants 
based on salary up to a maximum of $20,000 per year. Messrs. Johnson, Rifenburgh, Wells, Karpen 
and Smith are participants in such Plan, and each has accrued benefits thereunder in the amount of $237. 


@ Iterest in Certain Transactions 
A. G. Becker & Co. Incorporated, of which Paul R. Judy is president, and Max Philipson & Co., 
Inc., of which Max Philipson is president, received $161,340 and $2,250, respectively, as grocs under- 
writing discounts in connection with the sa’ in December, 1969 of Mohawk’s 544% Convertible Sub- 
ordinated Debentures due December 15, 1994. 


* STOCK OPTIONS OF MOHAWK 
On July 9, 1970 the Board of Directors of Mohawk adopted the 1970 Stock Option Plan (the 
“1970 Plan”), providing for the granting to key employees of Mohawk and its subsidiaries of options 
te purchase an aggregate of 400,000 shares of Common Stock of Mohawk. The 1970 Pian was ratified 
and adopted at the Annual Meeting of Stockholders held November 17, 1970. 
At July 9, 1970, there were outstanding options covering 177,600 shares of Mohawk Common 
* Stock which had been granted prior to that date (a) under Mohawk’s qualified stock option plans, 
(b) to foreign employees of Mohawk’s subsidiaries (either ir~*vidually or pursuant to a plan), and 
(c) in connection with the merger into Mohawk of Anelex Corporation. On such date all employees 
holding the foregoing options (“old options”) were granted options under the 1970 Plan to purchase 
a number of shares of Mohawk Common Stock equal to the total number of shares covered by all old 
e options held by them. These 1970 Plan options are exercisable at a price of $23.00 per share, which 
was the approximate fair market value of Mohawk’s Common Stock on the date of grant. Of such op- 
tions, Messrs. Wells and Karpen hold options covering 12,000 shares and 8,000 shares, respectively, 
and directors and officers as a group hold options covering an aggregate of 36,200 shares. These per- 
sons hold old options to purchase an equal number of shares at an average exercise price of $65.68. 
Such 1970 Plan options provide that upon exercise thereof all old options held by such optionee will be 
® cancelled. Likewise, any exercise of an old option automatically terminates an optionee’s 1970 Plan option. 
Upon adoption of the 1970 Plan by the stockholders, Mohawk terminated its existing option plans, 
except for options outstanding thereunder. Additional options under the 1970 Plan have been granted 
to Messrs. Rifenburgh, Karpen, Stitz and Smith, covering 10,000, 2,000, 7,500 and 5,000 shares, re- 
spectively, and to all directors and officers as a group covering 36,500 shares, all of which are cxer- 
cisable at $23.00 per share, except for two options, covering 2,000 shares and 1,000 shares, exercisabie 
€ at $27.25 and $30.00 per share, respectively. 
OTHER MATTERS 
The Board of Directors is not aware of any matter, other than as stated above, which will or may 
properly be presented for action at the meeting. If any other matters properly come before the meeting, 
it is the intention of the persons named in the enclosed form of proxy to vote the shares represented by 
@ such proxies in accordance with their best judgment. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
AND ATRON CORPORATION 


! 20 FORMA CONDENSED COMBINED BALANCE SHEET AS AT JULY 31, 1970 


(Unaudited) 


The following unaudited pro forma condensed combined balance sheet has been prepared by com- 
bining the balance sheet of Mohawk as at July 31, 1970 with the balance sheet of Atron as at September 
30, 1970, giving effect to the proposed Agreement and Plan of Merger (described elsewhere herein) on 
a pooling-of-interests basis. This statement should be read in conjunction with the other financial state- 
ments and notes thereto included elsewhere in this proxy statement. 


ASSETS 
(000’s omitted) 
Pro Forma 
Mohawk Atron 
Current Assets: 
ee eee. ale gara aiecetam .5/eanS $ 9,357 $3,109 
Accounts receivable, net ...........00. 16,592 333 
MINER aos ca och cae eeweneene 407 495 ($200) (C) 
ae Sia ices etre Uh owen eines eee a 1,542 1i 
Total Current Assets ............. 68,265 3,951 
IEE DI BE ooo Sidi ccnnnccdxceue 40,549 82 
PE IE, IE Sia oitsacn 2b ace scsh teaenanes 15,005 244 ‘ 
(323) (B) 
WRN re os ge 8 5,615 323 | Oa KS 
$129,434 ,600 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: 
je EE ee Sea bt area y $ 14,502 
Terence be), SLR ETE LTCC EEE 7,812 $ 201 
Federal and foreign income taxes........ 5,355 100 (C) 
eehis wataes Sabine ats da faep wees Se 5,614 103 
Total Current Liabilities........... 33,283 304 
Convertible Debentures ................2-- 45,000 
CIN os. cas racwkt pe dsice ei 4,589 ° 
Stockholders’ Equity— 
Common Stock ..............eeeeeee 5.3 215 193 (A) 
Capital in Excess of Par Value ......... 30,084 5,168 (2) (A) 
Retained Earnings.................:. 15,930 (1,087) | be 3 
Total Stockholders’ Equity......... 46,562 4,296 
$129,434 $4,600 
NOTES: 


$133,320 320 


(A) The accounts have been adjusted to reflect the issuance of 1 share of Mohawk co...mon stock for each 4 com- 
mon shares of Atron. Based upon the outstanding shares of Atron (other than those held by —— which 
have — eliminated above) as at September 30, 1970, the pro forma statement reflects the issuance of 


shares of Mohawk common stock. 


For the purposes of this statement development expenses of Atron have been 


come tax effect. 


222,955 


B) expensed in incurred. 
oS Effect has been given to the elimination of intercompany profit on sales from Atron to ia ee the in- 


(D) No provision has been made in the pro forma balancs sheet for expenses incident to the proposed merger. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
ATRON CORPORATION AND COLORADO INSTRUMENTS, INC. 


PRO FORMA CONDENSED COMBINED BALANCE SHEET AS AT JULY 31, 1970 


(Unaudited) 


The following unaudited pro forma condensed combined balance sheet has been prepared by com- 
bining the pro forma combined balance sheet of Mohawk as at July 31, 1970 and Colorado as at May 
31, 1970 and the balance sheet of Atron as at September 30, 1970, giving effect to the proposed Agree- 
ments and Plans of Merger (described elsewhere herein) on a pooling-of-interests basis. This statement 
should be read in conjuaction with the other financial statements ard notes thereto included elsewhere 


in this proxy statement. 


ASSETS 
é (000’s omittex ) 
Mohawk, 
Mohawk Atron 
and and 
Colorado Pro Forma Colorado 
Combined Atron Adjustments 
Current Assets: 
OE Satna d cad dcwecen Aue kd Obes $ 9,695 $3,109 $ 12,804 
Accounts receivable, net............... 16,936 333 17,269 
WRUOROININS 655. Sink bolas. bik deetsceusies 40,531 498 ($200) (C) 40,829 
erry yk. eee Gat cone air ose 1,726 11 1,737 
Total Current Assets.............. 68,888 3,951 72,639 
Rental Machines, et. ..oc ccs cccccccceees 40,273 82 40,355 
pn Ree rey Pie Rey oP 15,383 244 15,627 
Qlhit Aen 5d is ssh kad eee s764 323] SR ERT 573 
$130,308 $4, $134,194 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: as 
TI wine 5s dae te ind skvexs $ 14,507 $ 14,507 
PCCOUME DONUTS ois ois. 6 sc cdscntciews 7,954 $ 201 8,155 
Federal and foreign income taxes........ 4,907 100 (C) 4,807 
CUR es SSE ici eee eee, 5,819 103 §;922 
Tota) -“urrent Liabilities........... 33,187 304 33;391 
Convertible Debentures ............ 45,000 45,000 
Other Liabilities ....... Se bchuc Bhd. Wide aie ocd 4,67 4,675 
Stockholders’ Equity— 
Cente OG se. bo a viscas bdcboes.ce bi 556 215 195 (A) 578 
Capital in Excess of Par Value.......... 31,395 5,168 (2) (A) 36,565 
Retained Earrings. ........0-ceeee0s 15,495 (1,087) } 190 ts 13,985 
Totzi Stockholders’ Equity......... 47,446 4,296 51,128 
+9 $130,308 $4, $134,194 
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NOTES TO 7RO FORMA CONDENSED COMBINED BALANCE SHEET 


(A) The accounts have been adjusted to reflect the issuance of 1 share of Mohawk common stock for each 4 com- 


(B) 
(C) 


(D) 
(E) 


mon shares of Atron. Based upon the outstanding shures of Atron (other than those held by Mohawk, which 
have been eliminated above) as at September 30, 1970, the pro forma statement reflects the issuance of 222,955 
shares of Mohawk common stock. 


For the purposes of this statement development expenses of Atron have been expensed in the year incurred. 


Effect has been given to the elimination of intercompany profit on sales from Atron to Mohawk, net of the in- 
come tax effect. 


No provision has been made in the pro forma balance sheet for expenses incident to the Proposed merger. 


The combined balance sheet of Mohawk and Colorado has been adjusted to give effect to the elimination of 
intercompany profit on sales from Colorado to Mohawk, net of the income tax effect, resulting in decreases in 
the amount of $620,000 in the combined inventories, $276,000 in rental machines, $448,000 in Federal income 
taxes accrued and a reduction in retained earnings of $448,000. 


The accounts have also been adjusted to refiect the issuance of 1 share of Mohawk common stock for each 

7 shares of Colorado commen stock. Based upon the outstanding shares of Colorado as of May 33, 1970, the 

ro forma statement reflects the issuance of 81,522 shares of Mohawk common stock. This resulted in an ad- 
t of $564,090 to Capital in Excess of Par Value. 
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 


To The Boara of Directors and Stockholders 
of Atron Corporation 


We have examined the halance sheet of Atron Corporation as of September 30, 1970, the statement 
of operations and deficit for the year then ended and the statement of common shares and capital con- 
tributed in excess of par value from incorporation, November 27, 1968 to September 30, 1970. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly in- 
cluded such tests of the accounting records and such other auditing procedures as we considered neces- 
sary in the circumstances. 


The accompanying financial statements show as an asset unrecovered promotional and develop- 
mental costs, net of amortization, of $323,219 referred to in Note A te the financial statements. Recovery 
of these costs is dependent upon the future success of operations. 


In our opinion, subject to the future realization of the item referred to in the preceding paragraph, 
the statements identified above present fairly the financial position of Atron Corporation at September 30, 
1970, the results of its operations and deficit for the year then ended and the changes in common shares 
and capital contributed in excess of par value from incorporation, November 27, 1968 to September 30, 
1970, in conformity with generally accepted accounting principles. 


HURDMAN AND CRANSTOUN, PENNEY & CO. 


New York, New York 
December 3, 1970 
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ATRON CORPORATION 
BALANCE SHEET 


September 30, 1970 
ASSETS 
Current assets: 

EE TEES OEE TREET CEOS PCT Tt OPE ETE ie FTE PERT PY Paes ek 
Temporary investments, at cost plus accrued interest, approximating market 

MI o's tine ng Dd £6. 0 AahaeRe oom Sen L Oe von deciedladinteneae eee oh 
Accounts receivable (net of allowance for doubtful accounts—$4,500).......... 
Inventories, at the lower of average cost or market: 

NONE 655 pani -a'be $000 kctehn Ghbdeal sacendodaweysdeeeaeles 
LR elas cance i wiebin + «uo oe akan ddie ds Ov Kad AES oe 
SAR SOE COON ois ook s cnr sincccessicccesecsetecbawss 

ie gh EE EE PARAS ROR EE EEE I EME oF Re ER oC RD ohh 
OI Sib cd Neccoe accuses oubodes penbok eee oibied 

Rental and demonstration equipment, at cost less accumulated depreciation of 
el sci Sis A ae EE EE RT SASS) SAL TORE Sp Ll Fey OE acne 

Equipment, furniture and leasehold improvements, at cost (Note C): 

Py Cr CUE OIE oo ooo n ciaiv nc 6 velndan'eceSadededd 600000 Ree ce 
Se ON Soe os.nn ss cbs oss cngcaduceukehenscdeden eae 
I SD ees esas vin c's os dbbleakeeeced abdinn tes Tiaabees 
Less accumulated depreciation ......5ccscccscccccccccccneccceseeces 


Unrecovered promotional and developmental costs, net of amortization of 
PO ND ED ons ia hh tvs 9505440 T ecw abed beste eee Lt keer iene 


LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilitie:: 


Commitments (Note D) 


Stockholders’ equity (Notes E and F): 
Common shares, par value $.20 per share: 
Authorized, 1,500,000 shares 
a MEY MINI 25 a cid. o Sai auk & ie cad Succurnueh ood Ce cain dv docs 


a contributed in excess of par value...... Ro ese sicibraib Skin Orb eb ee sib msds 
cad ELT Es Or ere ROE I EMR EH acta neg ) DRM 


The accompanying notes are an integral part of the financial statements. 
4 


$ 20,270 


3,079,020 
333,411 


54,493 
174,219 
269,619 

11,030. 

3,952,062 


81,568 


193,290 
58,561 
15,623 

267,474 
23,012 

244,462 


323,219 
54,601,311 


$ 201,387 
75,476 
12,972 
14,536 

304,371 


218,665 
5,169,579 
(1,087,304) 
~ 4,300 940° 


296,940 
4.601311 
——— 


ecw cteereemenasenne: 
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ATRON CORPORATION 


STATEMENT OF COMMON SHARES AND CAPITAL CONTRIBUTED 


IN EXCESS OF PAR VALUZ 


From Incorporation, November 27, 1968 to September 30, 1970 


Issued 1,425,00 common shares, $.10 par 
MR n.d rsadcn Dire a etre whee eb bale 


TROD ais ic salves ties wxweac nese jeer 


WE 6h cas Seat ee haa Re sees ees 


Sh IO ods Cabs ct as steer cemes 


Less expenses incurred during the period re- 
lated to: 

Issuance of common shares ......... 

Registration of 150,000 units....... 


Balance, September 30, 1969............ 


Sale of 150,000 units consisting of two com- 
mon shares and a warrant to purchase one 
common share, ret of related 
incurred during the year of $58,335.... 


Sale of common shares pursuant to exercise 
OF CRUOIE S50). Sc silt eaise nslenesensio« 


Balance, September 30, 1970............ 


The accompanying notes are an integral part of the financial statements. 
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Number of 
shares 


1,425,000 


(712,500) 
712,500 


80,000 


792,500 


792,500 


300,000 


___ 823 
1,093,323 


Par value 
of commoa 
shares 


$142,500 


142,500 


16,000 


158,500 


158,500 


60,000 


165 


$218,665 
———— 


Capital 
contributed 
in excess 
of par value 


$ 738,750 


738,750 


484,000 


2,000 


1,224,750 


(38,316) 


__45,001) 


1,171,433 


3,996,665 


1,481 
$5,169,579 
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ATRON CORPORATION 


NOTES TO FINANCIAL STATEMENTS 
September 30, 1979 


Note A. UNRECOVERED PROMOTIONAL AND DEVELOPMENTAL COSTS: 
The Company was incorporated in Minnesota on November 27, 1968. 


To September 30, 1969, the Company engaged: in arranging for facilities, developing operating and ad- 
ministrative procedures, and developing its initial products. These costs totalled $484,828 (net of 
$24,958 in revenues during the preoperating stage). 


The Company commenced amortization of these costs on October 1, 1969, when regular production be- 
gan. The Company intends (subject to revision, if necessary) to amortize fully these costs over a 
period of 36 months. Amortization for the year ended September 30, 1970 totalled $161,609. Since 
October 1, 1969, the Company has charged all additional product development to operations. 


Note B. TEMPORARY INVESTMENTS: 

During the period from incorporation to September 30, 1970, the Company has invested funds received 
from the sales of common shares, not immediately required for corporate purposes, in United States 
Government securities, certificates of deposit and other corporate indebtedness. As of tember 30, 
1970, temporary investments included $2,237,954 of certificates of deposit, $101,319 of United States 
Treasury bills, both at cost plus accrued interest and non-transferable participation certificates totalling 
$700,000 plus accrued interest of $39,747 which latter represents participations with a bank in unsecured 
short-term corporate notes maturing to December 28, 1970. 


Note C. EQUIPMENT, FURNITURE AND LEASEHOLD IMPROVEMENTS: 
It is the policy of the Company to provide depreciation on equipment, furniture and leasehold improve- 
ments by charges to operations, computed on the Straight-line method, over their estimated useful lives 


as follows— 
Rental and demonstration ONCNE 6 aint ck se 4 years 
Plant and engineering equipment.................... 4- 8 years 
Office furniture and equipment...................... 8 years 
Leasehold improvements ................0-ceceece. 3 - 10 years 


The Company charges operations with the cost of maintenance and repairs. Renewals and betterments 
are capitalized. On retirement or sale, the difference between cost less accumulated depreciation and 
the proceeds therefrom, is charged or credited to operations. : 


Note D. COMMITMENTS: 

The Company leases its office, engineering and manufacturing facilities under a lease which runs to De- 
cember 31, 1979, with options to renew for two Successive ten-year periods, with annual payments 
aggregating $32,500 plus real estate taxes, insurance, repairs and maintenance. The Company has 
an option to purchase this property in 1979 at the greater of $314,500 or the fair market value of 
the land and buildings as determined by arbitration. 


The Company requested the lessor to construct a 10,000 square foot expansion to the building, which 
addition was sut::antially completed in November, 1970. The increase in annual rental as a result of 
this addition is uxpected to be approximately $17,000 and the stated purchase price is expected to 
increase by approximately $150,000. 


In addition, the Company has entered into leases covering sales offices as follows: 


Location Term _ Rental 
PO BE So ee cons sacuseeemoees One year 2/28/71 $ 5,481 
ese ceegon b soprae Ep EN etapa, Three years 3/31/73 7,148 
i PE pier Spares ah ie ELEN TED Le yh Three years 2/28/73 8,688 

$21,317 
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ATRON CORPORATION 
NOTES TO FINANCIAL STATEMENTS (Continued ) 
September 30, 1970 


Note E. STOCKHOLDERS’ EQUITY: 


On September 17, 1969, the Company sold for $1,000 each, two Special Warrants to purchase 10,000 
common shares each. The Special War. ants have an eight year term. One Special Warrant provides 
for a purchase price of $15.00 per share and the other provides for a purchase price of $6.25 per 
share during the first five years and $15.00 per share during the following three years. 


On January 23, 1970, the Company sold 150,000 units each consisting of two common shares and a war- 
Fant to purchase one common share. The warrants are exercisable at any time prior to January 31, 
1975 at an exercise price of $17.00 per share subject to adjustment for anti-dilution and other 
provisions. 


None of the above warrants have been exercised. 


Note F. STOCK OPTIONS: 


In December, 1968, the Company adopted a Stock Option Plan intended to conform with the require- 
ments for “qualified stock options” as defined in Section 422 of the Internal Revenue Code. Under this 
plan, the Company has authorized the granting of stock options for 50,000 common shares to key em- 


granted, 


Other information with respect to these options is set forth in the following tabulation: 


Option Price Fair Value 
ne 


or gee ieee 
nge 
shares per shrre Total per share Total 
Shares under option and fair value 
at date options were granted: 
September 30, 1969........ 29,275 $2.00-$ 6.25 $ 66,838 $2.00-$ 6.25 $ 66,838 
September 30, 1970 ........ 35,839 2.00- 15.00 176,612 2.00- 15.00 176,612 
Options which became exercisable 
and fair value of shares when 
exercisable: +s 
September 30, 1969 ........ ~ os - _ _ 
September 30, 1970 ........ 7,306 2.00- 6.25 16,676 2.67- 15.00 65,083 
Options exercised and fair value of 
when exercised: 
September 30, 1969 ........ —_ — — pained Sted 
September 30, 1970 ........ 823 2.00- — 1,646 3.38- 4.87 3,245 


As of September 30, 1970, 49,177 shares were reserved for issuance On exercise of options. 
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ATRON CORPORATION 
NOTES TO FINANCIAL STATEMENTS (Coatinued) 
September 30, 1970 


Note G. SUPPLEMENTARY PROFIT AND LOSS INFOR?iATION: 


Fiscal Year Ended in 1970 


Charged Directly to 
Profit and Loss 
Other Profit 

Cost of and Loss 

Item Goods Sold_ Accounts 

NN SE TURIN oo ios dna vn tabs eseaeerr anes $ 3,308 $ 5,286 

reciation and amortization: 

_ MG dant ta eh Charnes thie bacwnbee cea eeiluneaes 8,573 18,509 

Amortization of developmental costs.............eeee0s — 161,609 
Taxes, other than taxes on income: 

POM NE a ites bens schupaasdekeasenance cemte 21,768 35,503 

Personal Property tS. o..c oc csc cccconccvcecceseces 1,105 1,105 

DD i ctesbccssccercrecneecestabesare deca Chacieniien 15,728 46,521 


There were no management or service contract fees. 


161,609 


57,271 
2,210 


62,249 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 


To the Board of Directors 
Mohawk Data Sciences Corp. 


We have examined the consolidated balance sheet of Mohawk Data Sciences Corp. and subsidiaries 
as at July 31, 1970, and the related consolidated statements of income, capital in excess of par value and 
retained earnings for the three years then ended. Our examination was made in accordance with gener- 
ally accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the above-mentioned consolidated f.aancial statements present fairly the consoli- 
dated financial position of Mohawk Data Sciences Corp. and subsidiaries at July 31, 1970 and the con- 
solidated results of their operations for the three years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 


S. D. LEIDESDORF & CO. 


New York, N.Y. 
September 16, 1970 
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MOHAWK DAia < »NCES CORP. AND SUBSIDIARIES 
CONSOLi.. ..TED BALANCE SHEET 


As at July 31, 1970 
(000's 
) 
ASSETS 
Current Assets: 
Cash (including time deposits of $1,485,000)... ....cccceccccccncctertecseceees $ 9,357 
Accounts receivable — principally tirade, less allowance of $873,000 for 

Le SOON onc soe cuted ee Wanscdeeseesc da copheseuaewene en 16,592 
Inventories, at lower of cost or market — Note B....... cece cseccecceeeesceeeeees 40,774 
GUNES Silss os wees oes BESS ORG ASAE CER Re ae bes SHORe UR ORM DOSERE ACS 1,542 

CIO Ns Fin esac kk bee macenesekensniessbG ese cue ereeages 68,265 
Rental Machines — at cost of production, less accumulated 
depreciation of $15,123,000 — Note C ....ccccccccsccccccccccccccccescccecceccs 40,549 
Fixed Assets — at cost, less accumulated 
depreciation of $6,057,000 — Notes C and G....... cece cece cece eee e eee eeeeeees 15,005 
Excess of Cost over Underlying Book Equity of Companies Acquired — Note A.........+. 2,442 
COREE OR PE FI sh od Bb casos aaehbbegbces eS een ese ue Senea SECS eRe 3,173 
$129,434 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: 
NO NINE EE van s\ nt bkO04, ds bau rhb ee aee es He nereniee beens SekRee eee $ 14,440 
Current portion of long term debt — Note G......... ccc eee c cece eens covevcces 62 
PO PON aioe Filo ct rc Fase hoc be phededesiasece thse eeakdeaang vighees 7,812 
Federal and foreign income taxes — Note E...... 2... ccc eee ececceceeecss éieentwe 5,355 
CIO, WHEE BINT COMIN 5 pois cs ccc cclescdeceseccende se cocnsesaohw sees 917 
RE CIEE ONE WII 6 cis 055s oF 5es pEC sce baccgeteedciscees icnecseee 1,796 
Other (including accrued interest of $483,000). ........ cece cece eee c ee cencecens 2,901 
IE EIN eA 005k KAD E DK ode ees aeecnernea+eeknes 33,283 
COcvertanie TNRONORIS ——— FRE Fc i ccc cccscccdicbtoetetaberessecceuc ‘eesadeaee < ee 
Mortgages Payable and Other Long Term Debt — Note G...........02seceeeees pcigaees 2,143 
Unamortized Investment Tax Credits — Note E ....... cc cccccccccccccccccccccccccee 1,070 
Deferred Income Taxes ($643,000) and Other Credits — Note E ............cceeeecees 1,376 
Stockholders’ Equity — Notes A, F and I: 
Common Stock, par value $.10 per share; authorized 15,000,000 shares; 

SUGCG. HS CRM RA SF SOUOD, oko since van dbebte evs noses’ é0s-ceulens 548 
Capital in Excess of Par Value — see accompanying statement.............s+eeeee- 30,084 
Retained Earnings — see accompanying statement. ..............c eee ee eeeeceees 15,930 

enn URN SEE Os 0.55. o:s sain gos 4s Raced WARS eK RS A Deke Reheee 46,562 
Contingencies, Commitments and Other Comments — Note J 
$129,434 


The accompanying notes are an integral part of this statement. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF 
CAPITAL IN EXCESS OF PAR VALUE AND RETAINED EARNINGS 


*Fiscal Periods Eaded in 
(000’s Omitted) 
1968 1969 1970 
Capital in Excess of Par Value: 
Balance at beginning of year — Note A........-22eeeeee $21,424 $27,752 $28,834 


Credits (charges) arising from — Notes A and I: 
Excess of net proceeds from sale of Common Stock (in- 
cluding shares issued upon exercise of stock options 
and stock purchase plan—Note I) over the par 
value thereof — 94,172, 3,073 and 8,078 shares, 
SING ia ois snk snc ccs ctccesstccovcccscces 596 54 -328 


Excess «* principal amount of convertible debentures 
over the value of 100,000 and 25,997 shares, 
respectively, of Common Stock exchanged therefor, 
net of related debt expemse..........+eeeeeeeeese 610 1,028 


Excess of net proceeds over the par value of 12,769 
shares issued upon exercise of the Common Stock 
PN WHINE Give Goce i Chchereence sess ods 922 


Wie Puigledibwnececes eaeeae cea aap ae ae aid 1,292 
Issuance of Common Stock for the purchase of a com- 
DOES cic 5s ve aah oe NAiee a+ SSE RD ERS EA Ween ee 4,102 

RI otis ck bos casei ekto ss 30s «adc (272) 

ROE EE ONE OE FONE oo bios ba ic cha besbecies edeseces $27,752 $28,834 $30,084 
Retained Earnings: ars 

Balance (deficit) at beginning of year................... ($ 2,097) $ 954 $ 7,607 
Se ER SSE a eT aes 5 eh eae 3,051 6,653 8,323 
Balance at end of year............. OF oe Re RP ESET $ 954 $ 7,607 $15,930. 


*See Note (a) to the consolidated statement of income. 


Numbers of shares shown above have been adjusted to give effect to the 2 for 1 stock split in July 1968. 


The accompanying notes are an integral part of these statements. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS 


Note A. PRINCIPLES OF CONSOLIDATION: 


The accompanying financial statements include in consolidation the accounts of all domestic subsidiaries 
for all periods and foreign subsidiaries commencing with the 1968 fiscal year (see below). The finan- 
cial statements include on a pooling-of-interests basis, the consolidated accounts of Anelex Corpora- 
tion, Soroban Engineering, Inc. and Obr-Tronics, Inc., three companies acquired during fiscal 1968 
in exchange for an aggregate of 1,144,946 shares (adjusted for 2 for 1 stock split in July 1968) of 
Common Stock. See Note (a) to the consolidated statement of income. A fourth company (H. M. 
Storms Company) was acquired in 1968 in exchange for 46,906 shares (adjusted for the stock split) 
of Common Stock and its accounts have been included in the consolidated statement of income from 
the date of purchase. 

Excess of cost over underlying book equity of companies acquired is principally applicable to the above 
purchased company. Amortization of such intangibles was discontinued in 1969, since, in the opinion 
of management, there has been no diminution of value; the effect of such change was immaterial. 


All material intercompany items and transactions have been eliminated in consolidation. Investments in 
subsidiaries are reflected on the books of the parent company on the equity method of accounting. 


The accounts of foreign subsidiaries have been translated to United States dollars at appropriate his- 
torical, average or current rates of exchange. The net unrealized gains or losses on translation (not 
material) have been credited or charged to income. 


Included in the accompanying consolidated balance sheet as at July 31, 1970 are the following amounts 
applicable to the foreign subsidiaries (exclusive of intercompany balances): 


(000’s Omitted ) 
CRNMINE SROs. 35 alors cess cectadckh Suk cies sae $16,398 
GRIN RIND 5 5 i kas sbnevscikesoxadzoosnie eee (14,576) 
Rental machines — net ........ccccccccccccsscccees 15,994 
Uae TN a EE isis ls Sane nccc ccadesdicwavea (248) 
MOUS oveavcd coundoeksseaesccceee $17,568 


Foreign subsidiaries have pledged approximately $5,700,000 of assets as collateral for short-term loans. 


Foreign operations resulted in net income for fiscal 1970 of approximately $3,500,000 and for fiscal 1969 
of approximately $1,990,000 and a net loss for fiscal 1968 of approximately $211,000. Prior to 
August 1, 1967, the activities of the foreign subsidiaries consisted almost entirely of start-up operations 
and net costs prior to that date were deferred to be amortized over the subsequent three-year period. 


Note B. INVENTORIES: 


Cost represents invoice or production cost on a first-in, first-out or average basis. Market represents re- 
placement cost or realizable values after provision for estimated costs of completion and sale. The 
amounts of opening and closing inventories entering into the computation of cost of sales are: 


mr res (00 one 
WF - 29 dense srcavepcontenesnsniesssbaiuass eaehanen $13,656 
BOOM bese cedceececiseesectons eee cceccescescescces 19,030 
BONE dG +4008 0k chvctemsutarneenssaveneetateacaoren 31,486 
WIIG. csscceccccciccncsens Coe cecccccccceceseccecees 40,774 
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MOHAWK DATA SCIENCES CORP. AND SUP*IDIARIES 


NOTES TO FINANCIAL STATEMENTS (Continued) 


Note C. RENTAL MACHINES AND FIXED ASSETS: 
The following tabulation sets forth rental machines and the major classifications of fixed assets and the 
estimated useful lives used in computing depreciation and amortization: 


July 31, 1970 

Years 000s Omitted 
PE ee ae Pee Sand 8 $55,672 
Land and improvements ............... 10 $ 1,209 
a and improvements ........ ep oa n358 

eS ere - 

Conubustion ee FOOT 579 
$21,062 


For financial reporting purposes, depreciation is computed on rental machines by the 150% declining- 
balance method as to those machines delivered prior to August 1, 1967; as to those machines delivered 
after that date, the cost of the machines is depreciated 20% during each of the first four yeare and 
the balance over the remaining life of such assets. Depreciation on other fixed assets is computed 
principally by the straight-line method. Expenditures for maintenance, repairs and renewals are 
charged to income as incurred. Betterments which significantly extend the useful lives of assets are 
capitalized. At the time fixed assets are sold, retired or otherwise disposed of, the cost thereof and the 
related accumulated depreciation or amortization are eliminated from the actounts and 2ny gain or 
loss is credited or charged to income. 

The capitalized cost of machines, rented by foreign subsidiaries, which are manufactured in the United 
States, includes, commencing in 1969, certain handling costs. The effect of such change was not sig- 
nificant. 


Note D. OTHER ASSETS: (000's 
Other assets consist of the following: 
ee ep ee ROR Pe ones a $1,298 
Ex related to subordinated debentures, less amortization of $50,000 
being amortized over term of debt) ...........ccccccucccuccecccecuce 
II I i ee 290 


Start-up costs, applicable to foreign operations, less accumillated amortization 
of $529,000 (being amortized over three years) 
Cast - lies 


Note E. U. S. AND FOREIGN INCOME TAXES: 

For income tax purposes, depreciation is computed on rental machines and most fixed assets by acceler- 
ated methods and gross profits on certain intercompany sales are not deferred; these policies, together 
with others, differ from those employed for financial reporting purposes. Provision has been made in 
the accompanying financial statements for applicable deferred income taxes. 

Investment tax credits are amortized over the useful lives of the applicable property. The provisions for 
Federal income taxes for 1968, 1969 and 1970 were reduced by amortization of investment tax credits 
amounting to $176,000, $350,000 and $345,000, respectively. Amounts credited to income in prior 
years were not significant. 

Note F. CONVERTIBLE DEBENTURES: 

The 542% Convertible Subordinated Debentures (duc 1994) of $30,000,000 (payatle by the Company) 
and the 5%4% Subordinated Guaranteed Debentures (due 1989) of $15,000,000 (payable by a sub- 
sidiary, MDS Capital Corporation, and guaranteed by the Company) are convertible into Common 
Stock of the Commpany at $85.50 and $82.00 per share, respectively. The indenture under which the 
debentures due in 1994 were issued, provides for annual sinking fund payments, beginning in 1979, 
of 5% of the principal amount outstanding on December 15, 1978. 
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MOHAWK DATA SCIENCES CORP, AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 


Note G. MORTGAGES PAYABLE AND OTHER LONG TERM DEBT: 
Mortgages payable and other long term debt consists of the following: 


(000’s 

Omitted ) 

2% % —7% Mortgages payub!e in monthly installments 

to 1988 (collateralized by certain real estate)........ $ 854 
10% % and 10'A% notes payable (due 1973).......... 1,351 
2,205 
Less — Current portion .........csccccccees 62 
$2,143 


Of the foregoing $854,000 is payable by the Company and $1,351,000 by a subsidiary, MDS-France 


S.A., and guaranteed by the Company. 


Annual payments of principal on long term debt required during the next succeeding five fiscal years are 


$62,000 (1971), $65,000 (1972), $1,420,000 (1973), $72,000 (.974) and $67,000 (1975). 


Note H PENSION AND PROFIT SHARING PLANS: 
The Company aad its domestic subsidiaries have a non-contributory pension plan (commenced in 1969) 


and a non-contributory profit sharing retirement plan (commence: in 1970) covering substantially all 
their employees. Approximately $475,000 (1969) and $728,000 (1970) was provided to cover the cost 
of such plans. It is the Company's policy to fund pension costs as they accrue, which costs are based 
upon an appropriate actuarial method, and the profit sharing costs represent approximately 3% of 
consolidated net income before income taxes, as defined. A change in actuarial assumptions for the 
pension plan was made during 1970 which had no material effect on net income. 


Note L COMMON STOCK: 
In August 1966 the Common Stock was split 2 for 1 and the authorized shares were increased to 


3,500,000 shares, par value 10¢ per share. In December 1967, the authorized shares were increased to 
7,000,000 shares. In July 1968, the Common Stock was split 2 for 1, and in November 1968 the 
authorized shares were increased to 15,000,000 st res, and 1,000,000 shares éreferred Stock, par 
value $1.00 per share, were authorized (none of which has been issued). Where appropriate, effect is 
given to such splits. 


On July 9, 1970, a new non-qualified stock option plan for key employees of the Company and its sub- 


sidiaries for up to 400,000 shares was adopted by the Board of Directors. For each unexercised quali- 
fied stock option (and unexercised non-qualified option in the case of foreign employees) outstanding 
on July 9, 1970, the Company granted a non-qualified option at $23.00 per share under the new plan. 
In connection with the adoption of the new plan the qualified stock option plans (and non-qualified 
stock option plan in the case of foreign employees) in existence at July 9, 1970 were terminated, 
except for the options which were outstanding thereunder at July 9, 1970. Such new options, in effect, 
provide that the exercise of an option under either plan will cancel all options held by the optionee 
under the other plan. In addition to such grants of options for 177,600 shares, the Company also 
granted options for 103,459 shares at $23.00. Although the option price may be up to 25% below 
the fair market value on the date of granting the option, all options granted to date have been granted 
at fair market value. Options become exercisable, at various percentages, cumulatively from one to 
five years after the date of grant and may be exercised up to 10 years after the date of grant, when 
such options expir= 


— Option Price Market Price 
Shares. Per Share Total Per Share Total 
(At Date of Grant 
1 Aes 280,350 $23.00 $ 6,448,050 $23.00 $ 6,448,050 


Options for 700 shares were cancelled during July 1970. 
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MOHAWK DATA SCIENCES CORP. AND SUBsIDIARIES 
NOTES TO FINANCTAL STATEMENTS (Coo“-we:!) 
The following information relates to the qualified and non-qualified stock option. “!ans which have been terminated, cx- 
cept for outstanding options thereunder at July 9, 1970, by the adoption of the new non-qualified plan describe 
above. 


Qualified plans for key employees of the Company under which opuons are exercisable during a period beginning one 
year and ending, five years after the date of grant: 


ser as Option Price Market Price 
Shares Per Share* Total Per Tetal 
Optioas outstanding as at J\ , 2i, (At Date of Grant) 
1970, granted during: 
$25.625 $ 8,969 $25.625 ‘ 8,969 
$51.00 to $102.125 5,618,112 $51.00 to $102.125 5,618,112 
61.625to 87.685 3,118,413 61.625 to 87.685 3,118,413 
$6.2Sto 77.625 2,813,088 $6.25 to 77.625 2,813,088 
. $11,558,582 $11,558,5 
—————_—_—_"_—== 
(A¢ Date First Exercisabie) 
UE Subuadehsdevéeassas 2,500 $10.25 to$ 25.625 $ 56,537 $53.00to$ 79.50 $ 167,600 
DT ntbdtheidenenteoees 41,045 51.00 to 102.125 3,150,973 63.00 to 89.656 3,001,132 
BOON cidnivcdwcbscdesvacé 22,450 61.625 to 102.125 1,851,269 20.937 to 83.375 1,074,250 
Options exercised during: 
Fiscal year ended in: (At Date of Exercise) 
| SP chihnnd coabes cake 73,416 $ .417°%8 75.625 § 83,207 $49.00 to $107.375 $ 5,921,590 
SOE isdveuk cipkaekoneds 1,250 4.125 5.625 6,231 66.625to 71.75 83,537 
Se. ceacedneconedavend 800 25. 20,500 38.875 to 83.937 40,112 


Options for 11,000 shares (1968), 53,400 shares (1969) and 49,830 shares (1970) were cancelled. 


Nu-calified plans for employees of the Company’s foreign operations under which options are curtvntly exercisat. 
snd expire five years after the date of grant: 


—_—— Option Price Market Price 

Shares Per Share* Total Per Share Total 
i ing as at July 31, (At Date of Grant) 
1970, granted during: 

Fiscal year ended in: 

De 4 ddicsteras obetacns 600 $37.00 $ 22,200 $37.00 $ 22,200 
PRINS ere 9,400 $49.25 to$ 92.00 685,375 $49.75 to$ 93.50 692,238 
ES SR erro 8,000 73.25 to 85.00 613,550 7325 to 87.688 616,488 
DOPE, Pu ucicbenesisa icone 1,850 56.25 to 76.81 134,623 5625 to 76.81 134,623 
19,850 $ 1,455,748 $ 1,465,549 
(other than cancelied 
options) which became ex- 
during: 

Fiscal year ended in: (At Date First Exercisable) 
Qe r vaeWie sees 24,000 $31.00 to$ 92.00 $ 1,223,475 $79.50 $ 1,908,000 
Sra sbe8 0s -- 8,000 73.25 to 85.00 613,550 $735.25 to$ 87.688 616,487 
BOOS Bnsetnkssevcedseces 1,850 $6.25 to 76.81 134,623 56.25 to 76.81 134,623 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 


Number Option Price Market Price 
of 
Shares Per Share* Total Per Share Total 
Options exercised during: (At Date of Exercise) 
Fiscal year ended in: 

IE ao ns-0 mie Oe aS 11,534 $15.00 to $49.25 $307,860 $78.00 to $93.50 $964,902 
SP Autixasas eure 400 37.00 14,800 71.75 to 74.25 28,950 
Se ccaniceseer ares 5,200 31.00 to 66.50 233,400 69.75 to 78.375 394,150 


*Refer to the second paragraph of this Note for information regarding the new non-qualified stock option plan. 

Options for 200 shares were cancelled in 1970. 

On October 20, 1967, the Company assumed the obligations of an acquired company under its Restricted 
Stuck Option Plan to issue up to 14,224 shares of its Common Stock at prices of $10.21 and $17.82 
per share (aggregate $241,209); market prices at dates of grant were $10.75 and $18.75 (aggregate 
$253,900). At July 31, 1970, options for 1,666 shares were outstanding at a price of $17.82 per share 
(aggregate $29,688); market price at date of grant was $18.75 per share (aggregate $31,238). Options 
were exercised for 9,222 shares (October 20, 1967 to July 31, 1968), 1,265 shares (1969) and 1,266 
shares (1970) at the above option prices for a total consideration of $197,195; the market prices at 
the date of exercise ranged from $63.50 to $99.00 per share (aggregate $938,625). Options for 805 
shares were cancelled (1969) and are not reissuable. 

Under the Employees’ Stock Purchase Plan, adopted during fiscal 1969, 970 shares were issued (812 
during fiscal 1970); subscriptions for 36,936 shares of Common Stock were outstanding at July 31, 
1970; 112,094 shares were available for future grants under the plan. 

During October 1967, 3,334 shares were purchased by a key employee of the Company's foreign opera- 
tions at $15.00 per share. The market value of such shares on the date of the agreement was $31.00 
per share. The Company has amortized the excess of the aforementioned market value over the pur- 
chase price during a three-year period which began is May 1967, which approximated the term of 
his employment contract. 

There were no charges to income in connection with stock options except as noted in the preceding para- 
graph. 

Upon exercise of stock options, the Company credits the Common Stock account with the par value of 
shares issued therefor and credits Capital in Excess of Par Value with the excess of proceeds over such 
par value. 

At July 31, 1970, 550,696 shares of Common Stock were reserved for the stock option and purchase 
plans and $33,805 shares for conversion of convertible debentures. 


Note J. CONTINGENCIES, COMMITMENTS AND OTHER COMMENTS: 

Annual rentals of real property aggregated approximately $1,000,000 as at July 31, 1970. 

Management is of the opinion that adjustments, if any, of sales subject to the Renegotiation Act of 1951 
will have no material effect on the financial statements. 

Commencing in the 1970 fiscal year, the Company sold certain equipment on rent for approximately 
$4,100,000 to non-affiliated third parties. The related sales agreements provide, in the event of ter- 
mination of any leases during the five years after the sale, for options by the Company generally to 
substit te lessees or substitute equipment. The maximum liability for future renta) payments during 
such five years, under such agreements at July 31, 1970, discounted to present value, approximates 
$4,200,000,’ After five years, the Company participates in rentals received on suh equipment and has 
an option to repurchase any or all of such units sold. 

“xeluded in “Notes Payable” is $4,650,000 of notes to banks due July 31, 1971 issued under a credit 
agreement, pursuant to which the banks have agreed to loan to July 31, 1971, an aggregate principal 
amount of up to $20,000,000, as adjusted, in the United States and up to $5,000,000 to foreign sub- 
sidiaries. Such agreement includes provisions which, among other matters, relate to the creation of 
additional long-term indebtedness, the maintenance of net operating assets, as defined, at certain levels 
and the maintenance of certain financial ratios. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 


Note K. SUPPLEMENTARY PROFIT AND LOSS INFORMATION: 


Charged Directly to 
Profit and Loss 
To Cost of 
Item Sales, Rentals 
and Service (a) Other Total 
(600s Omitted) 
Maintenance and repairs(b): 
Fiscal year ended in: 
PE a oks ORRa DR coaterevancekuwes $ 255 3; @ $ 267 
MT aces uereeahaveeiasnaweslens 191 35 226 
Fe CREATE UROREU Rake web neces 412 125 537 
Depreciation and amortization: 
Fiscal year ended in: 
BOO soc ccldkeewereotebee ese euenes 3,114 399 3,513 
RANTS Lar Sale § arene ENS SIE eRe a 5,582 598 6,180 
FEF fintaieSivcisteneeeenseeveees 9,659 866 10,525 
Taxes, other than income taxes—principally 
payroll taxes 
Fiscal year ended in 
BOE rakded since abookckes sancewe ena 953 761 1,714 
SIOP cbrkted divezedaconeoaseeer ene: i 1,235 2,308 
APOE cas paickknge bEuacasiekadmesebes 1,758 1,393 3,151 
Rents—premises and equipment: 
Fiscal year ended in: 
POOR xv csiceatiods sce Hen vewescp since 572 353 925 
BOE cvadetebeiscschecnsseséeenene 457 922 1,379 
RO Cla vcteeee cl ete ekeeeewnenees 410 1,143 1,553 
Royalties: 
Fiscal year ended in: 
RE cisthsdesssussaveecsenesenes a 4i 
ONE Sccssekvaseerner cece sane a wie 51 $1 
19TO oo ccrccccccvccsscccese errr 22 22 


There were no raanagement and service contract fees. 


Provisions for doubtful accounts for the fiscal years ended in 1968, 1969 and 1970 amounted to $136,000, $244,000 
and $771,000, respectively. 


(2) Included are amounts charged to rental machines. The Company's accounting records do not segregate 
amounts charged to such equipment. 
(b) Excludes costs of maintaining rental machines as such service is billed to customers pursuant to contracts. 
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Exhibit I 
MINNESOTA BUSINESS CORPORATION ACT 


301.40 RIGHTS OF SHAREHOLDERS NOT ASSI:NTING TO CERTAIN CORPORATE AC- 
TION. Subdivision 1. Objection to proposed amendment of articles. If a corporation has given 
notice to shareholders of a preposal to amend the articles of incorporation, which proposed amendment 
would substantially change the corporate purposes or would extend the duration of the corporation, 
a shareholder may, at any time prior to the date of the mecting at which such proposed amendment is 
to be voted upon, file a written objection to such amendment in the office of the secretary or president 
of the corporation and demand payment for all shares owned by such shareholder; provided, that such 
demand shall be of no forc* and effect if such shareholder votes in favor of the amendment, or at any 
time consents thereto in writing, or if the proposed amendment be not in fact effected. 


Subd. 2. Appraisers. If, after such a demand by one or more shareholders, the corporation 
and one or more shareholders cannot agree upon the fair cash value of the shares at the time such 
amendment was authorized, such value shall be determined in a single proceeding by three disinter- 
ested appraisers, one of whom shall be named by the shareholders, another by the corporation, and the 
third by the two thus chosen. The appraiser named by such shareholders shall, in the event of disagree- 
ment among such shareholders, be selected by the holders of a majority of the shares with respect to 
which payniznt has been demanded. The determination of a majority of the appraisers in good faith 
made shall be binding on all demanding shareholders and the corporation, and if the amount so deter- 
mined is not paid by the corporation within 30 days after it is made, such amount may be recovered 
in an action by any such demanding shareholder against the corporation. The corporation shall not be 
required to make payment of such amount except upon transfer to it of the shares for which such pay- 
ment was demanded and upon surrender of thc certificate or certificates evidencing the same. 


Subd. 3. Expenses. The appraisers’ expenses and fees, together with other expenses, not includ- 
ing counsel fees, incurred in the conduct of the arbitration shall be paid by the corporation except that 
all or any part of such costs and expenses may be apportioned and assessed against any or all of the de- 
manding shareholders if a majority of the appraisers in good faith find thet such demanding shareholders 
refused to accept an offer to purchase of the corporation and that such refusal was arbitrary or vexa- 
tious or otherwise not in good faith. 

Subd. 4. Withdrawal of demand. Any shareholder making such demand may withdraw the de- 
mand at any time prior to the determination of the fair cash value of the shares by filing written notice 
of such withdrawal in the office of the secretary or president of the corporation. 


Subd. 5. Payment, when not made. A shareholder shall not be entitled to payment for his shares 
under the provisions of this section unless the value of the corporate assets which would remain after 
such payment would be at least equal to the aggregate amount of its debts and liabilities exclusive of 
stated capital. 


301.44 DISSENTING SHAREHOLDERS; RIGHTS. Subdivision 1. Demand for payment. 
If a domestic corporation aas given notice to shareholders of a proposal to merge into or consolidate 
with any other corporation or corporations, a shareholder may, at any time prior to the date of the meet- 
ing at which such proposec. merger or consolidation is to be voted upon, file a written objection to such 
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merger or consolidation in the office of the secretary or president of the corporation and demand pay- 
ment for his shares and have the fair cash value thereof determined as provided in section 301.40, the 
relevant provisions of which section shall be in all respects applicable; provided, that such demand shr!l 
be of no force and effcct if such shareholder votes in favor of the merger or consolidation, or at any 

a time consents thereto in writing, or if the proposed merger or consolidation be not in fact effected. The 
liability of such corporation to such dissenting shareholder for the fair cash value of the shares so agreed 
upon or awarded shall also be a liability of the consolidated or surviving corporation, as the case may 
be. 


Subd. 2. Failure to object deemed assent. Those shareholders of the constituent corporations 
2 who do not object in writing and demand payment for their shares pursuant to the provisions of sub- 
division 1 shall be deemed to have assented to the consolidation or merger, as the case may be, on the 

terms specified in the agreement of the consolidation or merger. 
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Plaintiffs' Exhibit 1 
WOHAWK DATA s CTENCES Cun PORATION 


R. P. Rifenburgh 
president 


& 339 


April 30, 1971 


To the Holders of Certificates for Common Shares of 
ARON CoRPORATION 


1@ We are pleased to announce that the merger between Atron Corporation and 
M. .awk Data Sciences Corp. became effective today, April 30, 1971. 


Under the terms of the merger, each outstanding Common Share of Atron 
has been converted into % of a share of MDS Common Stock. No fractional shares 
¢ will be issued and any fractional interest to which an Atron stockholder may 
be entitled will be paid in cash, all in accordance with the enclosed Letter of 
Transmittal. 


The Common Stock of MDS is listed on the New York Stock Exchange. We 
® have bu advised that certificates representing Atron Common Shares will not 
constitute good delivery of MDS Common Stock on such Exchange and, accor<- 
ingly, such certificates should be exchanged for MDS certificates prior to any 
transfer thereof. 


You MAY EXCHANGE YOUR ATRON CERTIFICATES FOR CERTIFICATES REPRESENTING 
@ SHARES OF MDS ComMon STOCK BY EXECUTING THE ENCLOSED LETTER OF TRANS- 
MITTAL AND MAILING OR DELIVERING IT IN THE ENCLOSED ENVELOPE, TOGETHER 
WITH YOUR ATRON CERTIFICATES, TO MARINE Mipcanp Banx-New York, 125 Ban- 
cLay STREET, New York, N.Y. 10015. Please read carefully the instructions on the 
reverse side of the Letter-of Transmittal. If the stock certificates are sent by mail, 
registered mail is recommended. 


e 
We welcome you as a stockholder and. look forward to your association 
with MDS. 
e — Pa i ' 
cic cadeavoh 
Ricuanrop P. RGH 
President 
* 
_ |e STREET © HERKIMER. NEW YORK 13350 


SEE 


‘ 6008 LETTER OF TRANSMITTAL 


To accompany CERTIFICATES for the Com:non Shares of 
Atron Corporation 


-- Plaintiffs' Exhibit 19 . 


MARINE MIDLAND BANK-NEW YORK, 
Agent 5 
125 Barclay Street 


New York, N. Y. 10015 
Attention: Corporate Trust Division 


Gentlemen: 
The undersigned delivers to you herewith the certificate(s) listed below: 


IRGC SUNTAN nr es paar a nee etek eee ee ee ee 


representing Common Shares, 20¢ par value, of Atron Corporation to be e: ged, pursuant to the Agreement and 
Plan of Merger under which Atron Corporation has been merged into MDs-Atron, Inc., for certificate(s) repre- 
senting shares of Common Stock, 10¢ par value, of Mohawk Data Sciences Corp. (“MDS Common Stock”) at 
the rate of 


1/4th of a share of Common Stock of Mohawk Data Sciences Corp. 
for each Common Share of Atron Corporation 


If, as a result of the exchange, the undersigned is entitled to a fractional interest in a share of MDS Coinmon Stock, 
you are instructed to remit to the undersigned by check an amount equal to the product of the closing price of 
MDS Common Stock on the New York Stock Exchange, Inc. on April 30, 1971 multiplied by such fractional interest. 


Please issue the certificate(s) for MDS Common Stock and any check representing fractional interests in the 
name, and forward by mail to the address, stencilled above, unless other instructions are indicated below. 


NOTE: Use ONLY if the name in which the new stock 
certificate(s) or the check to be issued or the address for 


record is different from that stencilled above. Use ONLY for special mailing or delivery instructions. © 
MAIL TO: 
Very truly yours, 
Tele sp csseliasacasaiisosseceetonsscebieivinds cote ilicateaseectetviaihi oiebatiee adediotCealads 
WOUMINOE.: <sti<esiiec-onkciclbesedssendiasessoncsicscnscuncnite Signature of Owner or Agent 
Social aeiaaesilpetiainctnibhtasdecisscesiieiecteetceng AEE 
A” lee Roker Ste apd OE eae cee ea Me (Please date) 


PLEASE NOTE CAREFULLY THE INSTRUCTIONS ON OTHER SIDE 
Do Not Write in Spaces Below 


Shes. Failed | Frac. Ented [Check No | Check Amount | Shan Toned [GE Not] 


tp & 


MOHAWK DATA SCIBNCES CORPORATION 


————s 
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c oe 
May 26, 1971 


Dear Stockholder: 


Enclosed are certificates representing the shares of Common Stock of Mohawk Data 
Sciences Corp. ("MDS") into which your common shares of Atron Corporation ("Atron") 
were converted on the merger of Atron into a subsidiary of MDS. If you are 
entitled to a fractional MDS share, a check for the value thereof is also enclosed. 
You will note that each of your MDS certificates bears, a legend similar to the legend 
which was borne by each of the Atron certificates surrendered by you. 

Our counsel has advised us that the recently published views ofthe Securities and 
Exchange Commission ("SEC") as evidenced by its staff's replies to requests for 
"no action" letters, indicate that you, and any broker acting on your behalf, 

might violate the Securities Act of 1933, as amended (the "Act"), if you sold your 
shares of MDS stock without the registration thereof under Section 5 of the Act, 
unless an unforeseen change in circumstances (not involving Atron's operations or 
the market action of its stock or its merger with MDS) shall have occurred since 


_ your purchase of your Atron shares, Such views also seem to indicate that the 


change of circumstances required may be of a less material nature if more than three 
years shall have elapsed since your purchase, a factor you should keep in mind 

when considering the matters discussed below. In addition, such counsel has also 
advised us that they have rcason to believe that the SEC will soon promulgate for 
consideration by interested parties a revised proposed Rule 144 which might well 
permit the resale of your shares of Common Stock of MDS without the registration 
thereof. Of course, no assurance can be given with respect to time or content of 
any such proposal nor the form in which any such rule may be finally adopted, if at 
all. However, this again is a factor which you should keep in mind when considering 
the matters discussed below. 


In order to make your MDS shares free for sale, MDS is hereby affording you an op- 


“portunity to have the sane registered, at its expense, under the Act. Although MDS 


has on file with the SEC a registration statement, which has not yet become effective, 
covering certain shares of its Common Stock, no determination has yet been made as to 
whether or not your MDS shares would be included in such registration statement or 
in a uew registration statement with respect thereto on a simpler form (Form S-1]5). 


If you wish to have your shares registered, you must notify us on the attached 

form, «/o Messrs. Beekman & Bogue, Five Hanover Square, New York, N. Y. 10004, 

not later than June 20, 1971. If such notification is not received by that date, 
your shares will not be registered and thus will remain non-transferable until 

such time’ if, as and when they could be resold pursuant to some exemption from regis- 
tration afforded under the Act. In this connection, may we suggest that before a 
final decision is reached you review the matters referred to above and consult your 
own attorney with respect to this situation so that you will be able to understand 


ee ie fee ee! Se we 
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May 26, 1971 
Page 2, 


clearly the alternatives which are available to you, as wel] as the liabilities 
and undertakings, some of which are briefly referred to below, to which you will 
become subject, 


If you decide to have your shares registered, it is hoped, but no assurance can 

be given, that such registration will be completed within three months from the date 
hereof. In this coanection it may be necessary for MDS to obtain from you not 

only the request for the registration of your shares, but a statement that it is 
your intention to sell the MDS shares so to be registered from time to time in such 
manner as may be set forth on the cover page of the Prospectus forming a part of the 
applicable Registration Statement. It is presently contemplated that sales of 

your MDS shares will have to be made regular way through the facilities of the 

New York Stock Exchange. In addition, you (and each other person whose MDS shares 
are to be registered) may be required to execute and deliver to MDS a so-called 
“Hazel Bishop letter" undertaking, among other things, not to purchase any MDS 
shares until all of the shares being registered have been sold, to advise your 
broker that the shares so registered and being sold by you are part of a distri’ ition, 
to supply such broker with copies of the final Prospectus (which will be made avail- 
able to you by MDS), to keep MDS advised of the sales made by you of your MDS shares 
and to notify MDS immediately upon the completion of your sales of such shares. 


Lastly, while it is MDS' present intention to keep the registration statement cover- 
ing your shares current for an indefinite period, nothing contained in this letter 
should be deemed to constitute an undertaking by MDS to do so for any period 
extending beyond 120 days after the effective date of the registration statement. 
Consequently, while it may be possible to sell such shares by the use of a Prospectus 
constituting a part of the applicable registration statement for an indefinite 
period, you should plan *o complete your sale or sales of your registered MDS shares 
within 120 days after the aforementioned effective date. 


As was suggested before, we urge you to consult with your own. attorney with respect 
to’ the matters to which this letter relates, or, if you wish, with George Flannery, 
Esq., or Thomas Brown, Esq. of the Minneapolis law firm of Dorsey, Marquart, 
Windhorst, West & Halladay, who were the attorneys for Atron, or with L. Gerald 


“Tarantino of Messrs. Beekman & Bogue, Five Hanover Square, New York, N. Y. 10004, 


who are our attorneys, 


ot ’ ', ’ / 
‘ we. ‘ . ver 


' Very truly yours, 


_ Philip J. Ablove 
Vice President 

PJA:ce 

Enclosure 
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Date: 


Mohawk Data Sciences Corp, 
c/o Messrs. Beekman & Bogue 
Five Hanover Square 

New York, New York 10004 


Gentlemen: Ee | ' ; 

The undersigned is the owner of shares of Common Stock of Monawk 
Data Sciences Corp, ("MDS") received by the undersigned in connection 
with the merger of Atron Corporation into a subsidiary of MDS. The under- 
Signed desires to have. of such shares registered under the 
Securities Act of 1933, as amended, as soon as practicable. In line with 
your letter to the undersigned, dated May 26, 1971, the undersigned agrees 
that he will execute such undertakings and statements as MDS may determine 
to be necessary or desirable iu order to have ‘ Shetetoaiien statement 


covering the above shares declared effective. 


' Very truly yours, 


(Name of Stockholder) 


(Address of Stockholder) 


ee 
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‘ : As filed with the Securities and Exchange Commission on August 23, 1971 
Plaintiffs' Exhibita Registration No. 2-39208 
—— oO 
SECURITIES AND EXCHANGE COMMISSION 
4 Washington, D. C. 20549 
e AMENDMENT NO. 2 
To 
Form S-1 
REGISTRATION STATEMENT 
Under 
* THE SECURITIES ACT OF 1933 
Mohawl Data Sciences Corp. 
(Exact name of registrant as specified in charter) 
PALISADE STREET, HERKIMER, NEW YORK 13350 
6 (Address of principal executive offices) 
WAYNE WELLS 
Executive Vice President 
Mohawk Data Sciences Corp. 
' 20 East 46 Street 
} . New York, New York 10017 
: (Name and address of agent for service) 
a 1 Copy to: 
BERTRAND L. KOHLMANN, Esq. 
Beekman & Bogue 
Five Hanover Square 
’ New York, New York 10004 
» : Approximate date of commencement of proposed sale to the public: 
i As soon as practicable after the effective date of this Registration St: ement. 
RECALCULATION OF REGISTRATION FEE 
Mito Maximum et 
Title of Each Class of Being Prices ey Registration 
ry ' Securities Being Registered Registered Per Unit Price Fee 
Common Stock, par value weet} 
10¢ per share .......... 550,000 shs.(1) 25.75(2) $13,379,646(2) $2,676 
25.50(2)(3) 
i 72,246 shs. 25.50(3) 1,842,273 368 
' 37,500 shs.(1) 68.00(4) 2,550,000(4) 510 
& : 5,355 shs.(1) 19.68(4) 105,386(4) 22 
: Total .... $3,576 


| (1) There are also being registered such additional indeterminate numbers of shares of Common Stock 
j as may be required to cover possible adjustments pursuant to the anti-dilution provisions of the 
; options, option plans and warrants covering such shares. 


i” ) (2) The proposed maximum offering price per unit is based on (i) $23.15 per share, the average 

: exercise price of all shares covered by the 1970 Stock Option Man at November 30, 1970 then subject 

to outstanding options (286,450 shares), (ii) $25.75 per share, with respect to the shares covered 

i by the 1970 Pian not then subject to options (113,580 shares), based on the closing price of $25.75 

on the New York Stock Exchange on December 28, 1970 pursuant to Rule 457(b) and (f), and 

(iii) $25.50 per share, as described in Note (3), with respect to the shares covered by the amend- 

ment to the 1970 Plan (150,000 shares). The proposed maximum aggregate offering price is the 

sum of the actual cxercise prices of outstanding options as indicated and the aggregate of th:: 
estimated offering prices of shares not covered by options as indicated. 


(3) Pursuant to Rules 457 (b) and (f), based on the closing price of $25.50 on the New York Stock 
Exchange on July 27, 1971. ; 

(4) Represents present exercise price to be paid upon exercise of warrants or options. 

———Ooo—SE———— 

As permitted by Rule 429(a), the Prospectus included hercin also relais to Registration No. 2-35242. 
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MOHAWE DATA SCIENCES CORP. 


Cross Reference Sheet pursuant to Rule 404(c) 


Form 8-1 
Item Number and Caption 


= Mera SO 55 is vac ceek sa cahiadededicabicc ke 


pO OE ENODION 5.55 cup cudedvecinsicincctence cee 


. Sales Otherwise than for Cash ...............cccccece 


CE DINE Fos nck occnoacdsekbocotuns eseseces 
Semeary of Harnings ......0.0ccccccccocsice eovcecce . 


Organization of Registrant ...............cccescccce 


Parents of Registrant .............000. cocecee ccccce 


Description of Business ...........cccccccccccecccecs 


. Principal Holders of Securities ...............05 cues ° 


Interest of Management and Others in Certain Transactions 


- Financial Statements ...... Sed vredscdecenesesceuecess 


Caption in Prospectus 
Not applicable 
Cover; Selling Stockholders 


Not applicable 

Capitalization 

Consolidated Statement of Income 

The Company 

Not applicable 

The Company; Business and 
Propetties 


Business and Properties 


Not applicable 

Not applicable 

Description of Common Stock 

Not applicable 

Not applicable 

Management 

‘anaes 

1970 Stock Option Plan; Other 
gas < oP ions; Description of 


None, but see Management 
Management—Interest in 
Certain Transactions 


Financial Statements 
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PROSPECTUS 
Mohawk Data Sciences Corp. 


This Prospectus has been prepared for use by Mohawk Data Sciences Corp. (the “Company”) 
in connection with the offering of the following shares of its Common Stock, par value 10¢ per 
share: 

(a) $50,000 shares issuable upon exercise of options granted or to be granted pur_uant to the 

Company’s 1970 Stock Option Plan (see “1970 Stock Optica Plan” on pags 16 hereof); 
* (b) 182,927 shares issuable upon conversion of the 544% Subordinated Guaranteed Debentures 
A gue 1989 of MDS Capital Corporation, a wholly-owned international finance subsidiary of 


(c) 37,500 shares issuable upon exercise of warrants ini issued by Atron on” 

(sce “Description of Warrants” on page 20 hereof); aad” ¥ Lacan: : 
5,355 shares issuable upon exercise of ified stock options initially issued nia 
“ Atron Corporation (oes “hioen Suinger” Ge oaed tee hereof). paca r 7 tied 

This Prospectus has also been prepared for use by the holders of 72,246 outstandin,: shares of 
Common Stock of the Company in connection with the sale by such persons of such shares (see 
‘' “Selling Stockholders”). Offerings and sales of such shares may be made from time to time pe 
publicly in transactions on the New York Stock Exchange or in special offerings or exchange Ries 
k distributions made through the facilities of such Exchange at market prices relating to those 
“| prevailing for shares of the Company’s Common Stock on such Exchange, or in private sales oa 
@ , at negotiated prices. Any sales will be made without payment of any underwriting discounts . 
or commissions except for the usual and customary commissions paid to brokers or dealers. 
In the event of any offering or sale of any such shares, the persons making the same may be 

deemed to be underwriters within the meaning of the Securities Act of 1933,,a5 amended 
{ (although certain of such persons disclaim such to be the case). Prior to the commencement of any 
; public offering by such persons of such shares, other than in the manner and at the prices indicated 


es above, this Prospectus will be appropriately amended to reflect the manner and terms of such 
ne bh OF offering and to include such additional information as may then be required. 


VE hy yt 


i e THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
; SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION 7 

5 | PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. te 

4 ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 


* The proceeds from the sale of Common Stock issued upon the exercise of the above-described 
i options and warrants will be used for general corporate purposes. The Company will not re- 
| ceive any benefits upon the conversion of the Debentures of MDS Capital Corporation except to the 
i 4 extent that the obligations of the Company with respect tiercto are extinguished by the conversion 
thereof. The Company will not receive any of the proceeds from the sale of shares by the 
i holders thereof. On August 20, 1971 the closing sale price of the Company's Common Stock ha! 

e ; on the New York Stock Exchange wes $26.75. Re 


The date of this Prospectus is August , 1971. 


. < a : 
Sr aa = 
a __________ 
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No person has been authorized to give any information or to make ary representation not con- 
tained in this Prospectus in connection with the offer contained in this Prospectus, and, if given or 
made, such information or representation must not be relied upon as having been authorized. This 
Prospectus is not an offer to sell, or a solicitation of an offer to buy, io any person in any state in 
which such offering or solicitation may not lawfully be made. 

Neither the delivery of this Prospectus nor any sale made hereunder 3... under any circum- 
stances, create any implication that there has been no change in the affairs of the Company since the 
respective dates as to which information has been given herein. 


TABLE OF CONTENTS 


Page Page 
The Company ........ccccsscccccccess 2 Other Stock Options ..........++..++-- 18 
po oon NO 3 Description of Common Stock ...+...+.. 29 
Consolidated Statement of Income...... a Dessrigtion of Wartante ..++..2+++000+. 4 
rp earesingr Selling Stockholders ...........-+-+4+ 21 
Proposed Acquisi 
cree ieee Sab... .cececs 8 Legal Matters ....ccsccccccescccceces . 
Price Range of Commen Steck .......-- 10° Additional Information ..:............. 2 
Business and Properties .......-...+++. 10 Report of Independent Public 
Management ...-..---pseceesceceseces 14 WB ccccccccccccccccccccoss 23 
1970 Stock Option Plan ..........++- os 16 Financial Statements ...........-++++.- 24 


THZ COMPANY 


Mohawk Data Sciences Corp., a New York corporation organized in 1964, is engaged in the design, 
development, manufacture and sale or rental, in a variety of markets, of electronic data processing equip- 
ment designed to be used in association with most computer systems. Its original products were Dara- 
Recompers and Burrerep Tare Unrrs used to transcribe information from source documents and other 
media directly to standard magnetic tape and, when used in conjunction with telephone and other devices, 
to iacilitate the transmission of data to and from various locations and to effect the conversion of infor. .ation 


{rom one medium to another. In 1967 Anelex Corporation was merged into the Company, thereby adding. 


to the Company’s products high and low speed printer systems incorporating a broad range of perfor- 
mance capabilities for use with computers and other information processing equipment, and high speed 
digital listers for use in measurement equipment. In 1968 the Company acquired Soroban Engineering, 
Inc., a manufacturer of high speed card and paper tape punches, readers and interpreters; Ohr-Tronics, 
Inc, a manufacturer of paper tape and ticket punches and readers; and H. M. Storms Company, a 
manufacturer of specia! purpose inked ribbons for business equipment. In April 1971 Atron Corporation 
a manufacturer of peripheral processors and terminal systems, was merged into the Company. Such 
acquisitions were paid for by the issuance of an aggregate of 1,417,374 shares of the Company's Common 
Stock. z 

The Company’s principal exccutive offices are located on Palisade Street, Herkimer, N. Y. 15350 
and its telephone number at such address is (315) 867-6000. 

The term “Company” as used herein means and includes Mohawk Data Sciences Corp. and all of its 

aehtasios extens etherales indicated or exiles Os hema A 
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CAPITALIZATION 
The capitalization of the Company as at June 30, 1971 was as follows: 
. . . ; 

Long Term Debt (including current portions) : 

OA to 914 Fo Notes payable to banks(1) ........600. ceccececeecee $25,685,000 

Pe TREN PON Si doses ence cauasouneessccaiécduche occ, 989,000 

Payments due to third party leseors ............0.ccccseceseeseeeeeeees, 3,856,000 

Other—et 79%... cccccccccccccce SUS006d Vaneneceddenbodtenesinnees 2,400,000 
RF RD a cccsasassinsns pois ovonpeceiandansecseacin., 2,958,000 
Convertible Debentures (4) : 

¥Y4% Convertible Subordinated Debentures due December 15, 1994... 30,000,000 

54% Subordinated Guaranteed Debentures due 1989.0... 15,000,000 
Capital Stock: 

Common Stock, 10¢ par value (15,000,000 shares authorized) ... ......... 5,711,840 shs. (5) 


(1) Such notes were issued under credit agreements entered into a: of February 26, 1971, as am~ jad 
May 1, 1971, providing for the granting of credit in the max.mum amount of $55,000,000, - + of 
which is available until 1974 and $28,000,000 of which is available until 1976. 


(2) Consists of various mortgages payable to 1988 at interest rates as noted. 
(3) Consists of borrowings at varying interest rates. 


Note: Reference is made to Note J of Notes to Financial Statements for information regarding loog 
term lease commitments 


q 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF INCOME 


The following statement presents the consolidated results of operations of Mohawk Data Sciences 
Corp. (“MDS”) and subsidiaries, including comipanies acquired on a pooling-of-interests basis, see Note 
(a) below. The statemeni, to ‘ie extent it relates to the three years ended July 31, 1970 and the nine 
mows znded Apri 30, 1971, h:.s been examined by S. D. Leidesdorf & Co., independent public account- 
ants, as set forth in their report included elsewhere in this prospectus. The unaudited data for the 
nine-month periou =nded Apri 30, 1970 reflect, in the opinion of the Company, all adjustments (which 
include only nornial securing accruals and a change in accounting policy—see Note (>) below) necessary 


to present fairly tie result: of operations for such period. The statement should be read in conjunction 
with the other S:ancis! statements of MDS and notes thereto included elsewhere in this prospectus. 
Reference to six sivrementioned notes is indicated by upper case letters. 
Fiscal Periods [eee Note (a)] sg Fon 
E " 31 [see pom o) 
a a 
 ——— (90's Oraitted) ————_— — — 
(Not Covered by (Unaudited) 
Report) [Restated-—-Note (b)] 
Revenues (a), (b) and (c): 
WE CUE i cccducdcnsnccssucsecesivece $20,599 $24,326 $44,463 $60,927 $60.260 $47,035 $79,813 
Rentals and service income .........++ 910 3,278 9,382 22,084 38,559 27,331 38,076 
21509 “27601 53,845 83011 “98819 74 67,889 
Cost of sales ...c.cccccccccccccccccccesce e 16,686 16,568 29,785 35,931 35,974 29,105 20,464 
Cost of rentals and service ........0sse0006 774 1,747 4,456 10,657 17,14 12,406 18,101 
7AM “IBS “H2L "46588 "5312 “Aisin “3036s 
Grane GONE oie eccacacacsesseseccadvess 4,039 9,286 19604 36,423 45,699 — 32.855 29,524 
Development and engineering expenses ..... 1,060 1,288 1,883 $,321 7,019 4799 5,863 


and administrative expemes. 5546136 11,080 17280-23617 16964 “2142 
Losses resulting from product lines sold or 


Giscontinved (d) ......ccccssecccccvece 2,654 
Interest expense (€) 2.2... ncrecesesececs S77 694 816 2,401 4,165 2996 3,607 
Other (income) deductions—ast (f) ....... tl) (308) 428 153 (510) (698) 
_9895 — 7810 ~ 14207 “25155 “S21 ~d3953 "20914 
Income (loss) before items shown below ... (5,797) = 1,476 $397 «11,268 11,408 8902 (1,590) 
Cieovteien) credit for income taxes (g}:-- 
GED, senerisinscnsendexsviaenes os ee (23) (2730) (4,898) (6,973) (5,445) (1,530) 
Dakerted .ccccccccccccccsccccccccece 2 6a a (2) 1,373 1,030 2,304 
Amount equivalent to reduction in income 
taxes arising from use of net operating loss 
CP GRUNT os ccricnsscccccessccecses (835) _ (1,004) (371) 
peed dh nari etal ct (4,640) 682 2,047 5,797 $,808 4,487 (1,020) 
Reduction {Income taxes arising from ese 
of net operating loss 835 1,004 71 204 
GORE TUG csi cncdeccsencoccocsceceses (177) (185) __ (24) 
Net income (loss) (a) .2........ccccccece ($4817) $1332 $3051 $6,168 $5808 $4,487 ($ 1,050) 
Average shares outstanding (i) ....-...... 4351 "4776 5295 5603 56 Same STD 
Per share of Common Stock (i): ee a en a 
Income (loss) before extraordinary items ($1.07) $14 $39 «= $1.03 $1.02 $79 (Si 
Extraordinary items—credit (charge) .. (04) 4 19 07 
Net imoome (Joes) .......ccscccecccee ($1.11) $.28 $.58 $1.10 $1.02 $79 (3.18) 
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NOTES TO CONSOLIOATED STATEMENT OF INCOME 


; (Not covered by Accountants’ Report with respect to the fiscal periods 
ended in 1966 and 1967 and nine months ended April 30, 1970) 


(a) Companies acquired on a pooling-of-interests basis (Anelex Corporation and subsidiaries, Soroban 

e ; Engineering, Inc. and its subsidiary and Ohr-Tronics, Inc., acquired during 1908 and Atron 
Corporation, acquired April 30, 1971) had fiscal years ended on or about September 30. The results 

of operations of such companies for years prior to acquisition have been included for such fiscal 

years, with the exception of the consolidated results of one company which are included in 1967 for 

the ten months ended July 30, 1967, two companies which are included in 1968 for the ten months 

ended July 31, 1968 and another company included in 1971 for the seven montlis ended April 30, 

1971. included in the fiscal year 1968 are the results of operations (not significant) of a company 

i@ purchased during 1968. See Notes A and J. 


The results of operations of k!DS are included for the twelve months ended July 31 in each of the 
years 1966-1970 and for the nine month periods ended April 30, 1970 and April 30, 1971. Effective 
April 30, 1971, the Company changed its fiscal year end from July 31 to April 30. 
Reconciliations of net sales, rentals and service income and net income (loss) as initially reported to 
stockholders (1966 through 1970) and after reflecting the above-described poolings-of-interests and 
: in accounti icy (see Note (b)) are as follows: 
@ cos euitindy (»)) Nine Months Ended 
Fiscal Periods Ended July 31, April 30, 
ius 18671969 1970197097 


tt ee eer ete renee eer mn 


-—, 


| 
: 


Revenues : ha eae 
MDS, (es initially reported —1966 through (Restated) 
WEED ED occ cnsccccsee- scecsersece $1522 $6091 $64,351 $50,085 $29,679 
& . Rentals and service income ........... 886 3239 33199 27,126 38,002 
a Companies acquired in poolings-of- 
SERINE 00 ctilts dhaLdbdtntcletcess 19077 18.235 9 3S 14 
i Rentals and service income ..........+ ra) % 4 19 74 
; « Change in accounting policy (see Note b) : 
| } Net sales—(decrease) .........0-.0206 (4148) (3,084) 
i Rentals and service income ........... : 386 
: shown in consolidated statement of 
'@ f Gie tee jeauiss $21,509 $27,001 $9819 $74,366 $67,880 
t —=s =u = =z = 
| tae Ca secure ) 
Speed aeaencuasce dt iene ($ 1.006) $1,303 $6653 $RS23 $6402 ($ 950) 
i Companies acquired in poolings-of-interests (3,811) r~] (48S) (1,625) (802) (100) 
‘ Change in accounting policy (see Note b) (1,490) (1,113) 
i As nom in consolidated statement of 
Bee ee 5 a a ee ae ($4817) $1332 $6168 $5808 $4487 ($1,050) 
i & === == —= === == =z 
The data with respect to the 1970 periods and 1971 period are after elimination of intercompany sales 
j acd service income from Atron to MDS of $834,000 (1970), $468,000 (nine months 1970) and 
i $2,185,000 (1971), and elimination of intercompany profits thereon of $100,000 (1970), $15,000 
(nine months 1970) and $437,000 (1971). Development expenses of Atron lave been retroactively 
expensed ¢:: the period incurred in conformity with the accounting practice of MDS, the effect of 
which was to decrease net income by $485,900 (1969) and increase net income by $162,000 (1970), 
& $121,000 (nine months 1970) and $91,000 (sine months 1971). Atron commenced oper’ .. : 1 1970. 
: .§ 
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NOTES TO CONSOLIDATED STATEMENT OF INCOME (Continued) 
(b) The Company has reviewed its method of accounting for sales of equipment on rental to non- 


equipment either returned or having its leases terminated significantly exceeded that anticipated by 
the Company at the time of sales, MDS retroactively changed its accounting policy during fiscal 1971 


to reduce revenues by $3,792,000 and net income by $1,490,000 ($.27 per share) for the year 
ended July 31, 1970 from that previously reported and the accumulated Tetained earnings as at 


(c) Approximately 3%—1966; 18%—1967 ; 30%—1968 ; 3S%—1969 ; 34%-—1970; 31%—nine months 
1970 and 33%—nine months 1971 of net sales were to National Cash Revister Company. 

(d) During 1966, Anelex and a subsidiary incurred losses of $2,654,000 from product lines sold or 
discontinued. Net sales for the 1966 fiscal period excludes sales of $509,000 of product lines sold or 
discontinued. 

(e) Interest applicable to long-term debt amounts to $337,000—1966 ; $331,000—1967 ; $292,000—1968 ; 
$2,267,000—1969 ; $2,965,000—1970; $2,080,000—nine months 1970 and $2,601,0CO—nine months 
1971. 

(f) Other (income) deductions—net includes royalty income of $139,000—1967; $186,000—1968; 
$237,000—1969; $361,000—1970; $234,000—nine months 1970 and $261,000—nine months 1971; 
interest income of $494,000—1970 and $361,000—1971 and, in 1968, additional amortization of 
leasehold improvements and write off of debt expense of $286,000 and $243,000, respectively. Includes, 
in addition, non-recurring items in fiscal year 1970 which were substantially offsetting. 

(g) Includes foreign income taxes of $1,061,000 (1969), $2,482,000 (1970), and $1,845,000 for nine 
months 1970 and $1,835,000 for nine months 1971 and state income taxes of $356,000 (1969), 
$360,000 (1970) and $375,000 (nine months 1970). 

(h) Represents a charge relating to settlement of litigation of $177,000 (1966) ; a provision for loss on 
investment in and advances to unconsolidated foreign subsidiary of $185,000 (1967) ; and a provision 
of $450,000 for losses on receivables from the sale of former subsidiaries ($225,000) and contract 
cliim settlement applicable to an acquired company ($225,000) less related income taxes of $216,000 
(1971). 

(i) Computed on the basis of the weighted average number of shares outstanding during each year 
(including for years prior to the merger of Anelex into MDS and the acquisitions of Soroban, Ohr- 
Tronics-and Atron, the number of MDS shares equivalent to the actual number of Anelex, Soroban, 
Ohr-Tronics and Atron shures outstanding) adjusted retroactively for stock Splits. No effect has 
been given to common stock equivalents’ because they would not have a material dilutive effect on 
pet income per share amounts or they would decrease net loss per share amounts. 


The Company has entered into an Agreement providing for the merger of Colorado Instruments, 
Inc. into a subsidiary of the Company. See “Proposed Acquisition of Colorado instruments, Inc.” for a 
description of Colorado’s business and condensed financial statements, including pro forma condensed 
financial statements of the Company and Colorado. As will be noted, Colorado had a net loss of $803,000 
for the nine months ended February 28, 1971 which, combined with the net loss of the Company for the 
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nine *. nth period ended April 30, 1971 described above, resulted in a pro forma combined loss of 
$1,915,000. The Company can give no assurance that if the proposed acquisition is consummated, 
Colorado's operations will become profitable. 


The decrease in net sales of the Company in the nine month period ended April 30, 1971 from the 
comparable period of the prior fiscal year was primarily due to a decrease in shipments to National 
Cash Register Company and other original equipment manufacturers, believed by the Company to be a 
part of the recent downturn in the U.S. economy which generally adversely affected companies in 
the computer and computer peripheral industries. In addition, there were significant revenues from 
certain government contracts during the nine month period ended April 30, 1970, which contracts 
" were completed in February 1970. Furthermore, engineering, development and selling expenses in- 
creased significantly during the nine months ended April 30, 1971. Such expenses were primarily 
attributable to new products introduced during the period for which sales and rental income did not 
commence until some time after April 30, 1971. In addition, net income for both the 1970 and 1971 
periods was affected by adjustments made as a result of a change in the accounting treatment for sales 
to third party lessors and the merger of Atron Corporation in April 1971. Net income for the 1971 
period was further affected by the expansion of year-end i.serves for inventories, accounts receivable 
and off-rent equipment. ; ; 


Rental and service income has been increasing as a proportion of total revenues as the Company has 
maintained its program of placing on rent a substantial portion of the equipment manufactured by it 
while continuing to derive revenues from equipment previously placed on rent. This increasing pro- 
portion was accentuated during the fiscal periods ended July 31, 1970 and April 30, 1971 because of 
the decrease in sales to original equipment manufacturers as described above. 


The length of time equijment remains on rent determines the amount of profits to be made from 
such equipment: Equipment presently on rent is generally covered by one year lease agreements, 
although the Company is presently offering longer lease programs. See “Business and Properties—"nd 

{ User Market”. Future rental and service income may be adversely affected by return of equipment on 
lease for various rea-oms, including budgetary reductions in the customer’s data processing department and 
the rapid technological advarices and obsolescence factors present in the industry. 

a The Company’s End User backlog as of April 30, 1971 for equipment to be placed on rent was 
{ approximately $43,000,000, compared with approximately $28,000,000 at April 30, 1970. Said figures 
were computed using the equivalent list price sales value of such rental equipment. The backlog at 
April 30, 1971 of equipment to be sold to original equipment manufacturers was approximately 
$10,000,000, compared with approximately $18,500,000 at April 30, 1970. The backlog at April 30, 1971 
of orders to be filled for the Federal Government was approximately $2,800,000, compared with apprexi- 
mately $100,000 at April 30, 1970. The foregoing figures do not include orders for supplies and spare parts. 
Such figures cannot be translated into revenues or net income because of the varying profit margins and 
lead times among the different elements of the Company's business. In addition, while the foregoing 
backlog data are based on firm orders from customers, it has been the Company’s practice in the past 
to permit its customers to cancel small orders, reduce quantities ordered, and to delay delivery dates. 
Such cancellations, reductions and delays have occurred more frequently during the recent economic 
decline than formerly. 
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PROPOSED ACQUISITION OF COLORADO INSTRUMENTS, INC. 


In May 1971 the Company and Colorado Instruments, Ine. (“Colorado”), a Colorado corporation 
formed in 1961, entered into 2n Agreement and Plan of Merger providing for the merger of Colorado 
into a wholly-owned subsidiary of the Company on the basis of one share of Common Stock of the 
Company for each nine Outstanding shares of Colorado, or a total of approximately 63,400 shares of the 
Company's Common Stock. Holders of outstanding Colorado stock options and warrants would be 
entitled to receive an additional 7,783 shares of the Company’s Common Stock on the exercise thercof. The 
merger agrecment will be submitted to the shareholders of Colorado for approval at a meeting to be 
held on September 21, 1971 and it is presently expected that if the agreement is approved and the conditions 
thereto are met, the merger will be consummated shortly thereafter. 

Colorado’s primary product is a source data collection system (the C-Dek system) which permits 
the acquisition of data at its point of origin, conversion thereof to computer-usable form and transmission 
for subsequent computer processing. Since 1968, the Company and Colorado have had a marketing 
arrangement covering the C-Dek system. During Colorado's fiscal year ended May 31, 1969, sales by 
Colorado to the Company were $1,151,000, or 62% of total revenues. For the fiscal year ended May 31, 
1970, such sales decreased to $511,000, or 40% of total revenues, and for the nine month period ended 
February 28, 1971, such sales were $208,520, or 41% of total revenues. The decline in sales to the 
Company was attributable to a decrease in demand for Coiorado’s products by the Company’s customers, 
causing the Company to reduce its orders to Colorado. 

Since agreeing in principal in March 1971 to acquire Colerado, the Company has assisted Colorado 
in meeting its capital requirements. The Company has purchased certain equipment on lease for $78,555 
and has made loans and prepayments of purchases to Colorado, of which $195,000 and $50,000. respec- 
tively, were outstanding at August 13, 1971. In June 1971, the Company purchased 65,000 shares of 
Common Stock of Colorado (representing approximately 10.2% of Colorado’s presently outstanding 
stock) for an aggregate consideration of $211,250. 

The following sets forth the condensed income statements of Colorado for the three years ended 
May 31, 1970 and the nine month periods ended February 28, 1970 and 1971, and, on a pro forma 
basis, the combined statements of the Company and Colorado for their Tespective fiscal years ended 
in 1970 and nine month periods ended ix: 1971. 


Colorado 
a 
Nine Months Combined 
Year Ended May 31, February 28, Fiscal img Wine Beate 
1968 1969 ~- 1970 1970 1971 1970 im 1971 
— — — (000’s Omitted) — 
WE och 0cs acectane $803 $1,844 $1,287 $85 $ 527 $99,595 $68,207 
Costs and Expenses....... &23 1,345 1,558 1,040 1357 . 288,734 70,751 
Income (loss) before taxes 5 
and items (20) 499 (271) (195) (830) 10,861 (2,544) 
(Provision) credit for in 
CRUE EE 5 Sic ccc sc cs oo (264) 150 108 7 5,298 659 
Income (loss) before ex- acy 
if i. Sees (20) 235 (121) (87) (803) 5,563 (1,885) 
di items ..... a _ os a = (30) 
Net Income (loss)....... $(20) $ 32i _$ (121) $ (87) $ (803) $ $,563 $(1,915) 
Per share of Common Stock $(.05) $ 64 $ (21) $(.15) $(141) $ 97 $ (33) 
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Colorado's profit for the fiscal year ended May 31, 1969 was primarily the result of sales to t)e Com- 
pany under the marketing arrangement between Colorado and the Company. The reported losses incurred 
during fiscal 1970 and the nine month period ended February 28, 1971 are believed by Colorado to have 
a been primarily due to large expenditures for the expansion of sales and service staff and facilities, and the 
subsequent failure to obtain anticipated sales levels which, it is believed, was due in part to general 
economic conditions and a decline in capital goods expenditures by industry and in part to a shift from 
outright sales of its equipment to delivery of equipment to its customers under direct lcase agreements. 
The following sets forth the condensed balance sheets for Colorado as at May 31, 1970 and 
February 28, 1971 and a pro forma combined condensed balance sheet of the Company as at April 30, 
1971 and of Colorado as at Fv-bruary 28, 1971. 


* 
ASSETS 
as at mF 
May 31, February 23, Combined 
1970 im 1971 
% Carrent Assets ——— (000s Omicted) 
RU saehsasusvesvenicbecewess pdcmaanianas $ 338 $ 24 $ 5,653 
Accounts receivable, net ............. wekenaas . 493 &7 14,542 
WANED hoo ns casccdocsdeckes bkéseboee aoe 377 655 41,388 
I irks ds dics ancdbedcavacceseseaccswa can x 89 1,597 
PE IN RINNE os scvnak se btncasccdoosinn 1242 855 63,150 
a Rental Machines, net ............-- se _ 116 52,350 
Ps ORM IR has cick ieccdccceeescenens an 379 483 16,048 
CN IE a os sic nsesccismcne ji senuewamomenen 149 141 12,403 
$1,770 $1,565 $143,951 
——_— =——— 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
cd C Liabilities: 
Notes includes current jon of 
wn aoe) Dene ttaies aspen a ‘is $ 444 $ 3702 
Accounts payable ........... evesene ecesececes 142 16 8,180 
a Federal and foreign income taxes ..........-+ ° _ - 2,504 
@ DIE ececside tau cages secddvceuecunves aes 205 207 4,905 
Total current liabilities ...........ssseeeees ° 352 820 19,291 
Convertible Debentures ............cecceeeeeees — a 45,000 
Other Long Term Debt .........2..seeees aesees & &3 27,952 
Other Deferred Credits ........ Sabeee cevecdvecers me 135 1,869 
Stockholders’ Equity ............ wesesongevesss * Sane S27 49,839 
e : $1,770 $1,565 $143,951 
— == 
] 9 
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The pro forma combined column reflects in “Other Assets” the excess of the value of the Company's 
stock to be exchanged for Colorado's assets over the book value of the net assets of Colorado pending an 
appraisal of the assets to be acquired, and in “Stockholders’ Equity" the issuance of 1 share of the 
Company’s Common Stock for each 9 shares of common stock of Colorado outstanding as at February 28, 
1971. 

If the merger is consummated, the Company expects to reduce various expenses presently being 
incurred by Colorado, especially expenses attributable to selling, service and administrative matters and 
other items of a duplicative nature. The Company will also attempt to increase sales. Other than this, 
the Company has no present plans to alter substantially Colorado's method of doing business. However, 
there can be no assurance that the pattern of losses presently being realized by Colorado can be reduced 
or eliminated if the merger is consummated or that the Company may not determine to make alterations 
in Colorado’s method of doing business. 


PRICE RANGE OF COMMON STOCK 


The Common Stock of the Company is listed on the New York Stock Exchange. Prior to February, 
1970 the Common Stock had been listed on the American Stock Exchange. The following table sets 
forth, for the periods indicated, the high and low sales prices per share on the American Stock Exchange 
(through February 13, 1970) and on the New York Stock Exchange thereafter. 


F High Lew High Low 
1969 Ist Quarter........ $79.00 $59.75 1970 3rd Quarter........ $41.50 $18.13 
2nd Quarter........ 85.50 66.25 4th Quarter........ 40.63 23.50 
3rd Quarter........ 89.13 69.00 1971 Ist Quarter........ 37.13 23.13 
4th Quarter........ 8125 68.00 2nd Quarter........ 47.38 33.50 
1970 Ist Quarter........ 87.00 55.50 3rd Quarter 
2nd Quarter........ 63.50 21.50 (to August 20).... 35.00 21.50 


On August 20, 1971 the reported last sale price on the New York Stock Exchange was $26.75. 


BUSINESS AND PROPERTIES 
General ; 

The Company both sells and leases in a variety of markets electronic data Processing equipment 
designed to be used in association with most computer systems. Its principal products are (1) data input 
devices, such as Data-Recorpers, used to transcribe information by use of a keyboard from source 
documents and other media directly to standard computer-compatible magnetic tape, which is then 
processed into a computer; (2) data communications devices used, in conjunction with telephone and 
other devices, to facilitate the transmission of data to and from various locations, which information can 
then be processed into a computer_or.received by other peripheral devices for print-out; (3) media con- 
version devices used to effect the conversion of information from one medium to another, such as punch 
card to magnetic tape or paper tape to magnetic tape; and (4) data output devices such as high and low 
speed printer systems incorporating a broad range of performance capabilities for use with computers 
and other information processing equipment. Other products include tape drives; high spced digital 
listers for use in measurement equipment; various speed card punches and card readers; paper tape 
readers, interpreters and high speed punches; and specialized computer and other special purpose inked 
ribbons and perforated tags. — 
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In February 1971 the Company announced its System 2400, a highly flexible system with a wide 
range of peripherals interfaced with a high performance peripheral processor. The new system was 
designed for use with the third gencration of computers, and timed to coincide with the initial phase of 
the new IBM System/370 cycle. Deliveries of the System 2400 have only recently commenced, and 
although the Company has made a major manpower and financial commitment to the development and 
marketing thereof, there can be no assurance that the Company will be able to market the System 2400 
successfully, 


Marketing 


The Company's customers may be divided into four main classifications: the customer which rents 
or buys the Company's equipment for its own use (an “End User”), the electronic data processing original 
equipment manufacturer (“OEM”) which buys the Company's equipment for resale and as a component 
part: of its own system, the United States Federal Government and the purchasers of supplies for data 
processing equipment. j 


End User Market 


In the End User market the Company’s primary products are its Data-Recorper series and 
high and low speed printer systems, which are suitable for use with over 90% of the magnetic tape 
computers presently on the market. Various models and configurations of models of the Data- 
Recorper series have applications in the data processing areas of computer input, transmission or 
communications, and media conversion (e.g., paper tape to magnetic tape, punch cards to magnetic 
tape). Other Company products fill market needs in the areas of data collection and computer output. 

During each of the fiscal periods ended in 1969, 1970 and 1971, substantially all of the Company’s 
equipment shipped domestically to End Users was on a rental basis. The Company’s basic lease 
agreement provides for an initial term of one year and continues thereafter on a month to month 
basis until terminated by either party. The Company also leases equipment to End Users pursuant 
to extended term leases ranging from two to five years, with options to extend for additional periods. 
Such leases provide the End User with significant discounts from the basic one-year lease rental 
charges and enable the End User to include additional equipment under such leases. 


Equipment is distributed nationally to End Users through branch offices located throughout 
the country. Multiple unit usage is common; most customers have two or more units and several 
have 200 or more. 


OEM Market 


The products sold to OEM customers include the Data-Recorper series, Burrerep Tape 
Unnrs, printers and print heads, card readers and punches, and paper tape readers, punches and 
interpreters. The Company also sells to OEM customers a full complement of spare parts for such equip- 
ment. OEM customers generally receive substantial volume discounts and generally market any 
preducts purchased from the Company under their own labels. 

The single largest OEM customer in both the domestic and forcign markets is National Cash 
Register Company (“NCR”), which accounted for approximately 25%, 20% and 14% of total 
revenues during the fiscal pcriods ended in 1969, 1970 and 1971, respectively. Most sales to NCR 
are made pursuant to a contract, as amended, giving NCR the exclusive worldwide right, with the 
exception of the Company's sales force, to market the Data-Recorper series and certain other 
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products. Such exclusivity will terminate in ( ‘e event NCR fails to purchase products under the con- 
tract at the rate of 1500 units per annum, and will terminate outside of the United States and Canada 
in the event 800 units are not purchased per annum for use outside of the United States and Canada. 
Although shipments to D'CR have been decreasing during the past two years (see page 6 hereof), 
NCR is presently purchasing proucts at a levei sufficient to maintain such exclusivity. Under the 
contract, NCR receives volume discounts for products purchased thereunder which vary according 
to the product and the aggregate annual volume of NCR purchases. Such contract may be terminated 
by either party upon three years’ prior written notice. 

U. S. Federal Government Market 

The Company is marketing its equipment cther than the Data-Recorper series on a rental and 
sales basis to the Federal Government and certain of its prime contractors. In addition, the Company 
sells spare parts to the purchasers of such equipment. NCR has the exclusive right to market the 
Data-Recorper series to the Federal Government until terminated upon one year’s prior written 
notice, except that under the NCR contract, as amended, the Data-Recorper series, if connected 
to a data processing system produced by the Company, may be marketed to the Federal Government 
by the Company. ‘ 

The Company has contracted to supply the Army Electronics Command with high speed 
page printers for the military world-wide communications system known as the Automatic Digital 
Information Network (“Autodin”). The Company previously had supplied said agency with printers 
under. the Autodin program. Deliveries under such contract commenced in May 1971 and are to 
continue until March 1972. The Company has also subcontracted with one of the prime coatractors 
in the Autodin program to deliver card punches and high speed interpreters until March 1972. It is 
expected that the revenues to be received by the Company from such con*.ayts will approximate 
$2,400,000. 

Supplies Market 

The Company produces specialized computer and other special purpose inked ribbons for the 
supplies market; it~ roanufactures and sells paper tickets for its data collection system to the retail, 
garment and textil  sustries. 


Revenues 

Sales of the Company’s products accounted for approximately 73%, 61% and 44% of total revenues 
for the fiscal periods ended in 1969, 1970 and 1971, respectively, and the balance was represented by 
rental and service income. See “Consolidated Statement of Income” on page 4 hereof. All of the 
Company’s products are electronic data processing equipment and supplies therefor. 

Foreign operations accounted for approximately 22%, 31% and 42% of total revenues for the 
fiscal periods ended in 1969, 1970 and 1971, respectively. The percentage of such revenues attributable to 
sales and to rentals was substantially similar to that of domestic operations. Net income from foreign 
operations amounted to approximately $1,810,000, $3,280,000 and $2,240,000 for ‘the fiseal-periods ended 
in 1969, 1970 and 1971, respectively. While it is the Company’s policy to price equipment rented and 
sold in foreign markets so that the gross profit margins on forign and domestic revenues are not 
significantly different, foreign operations have been more profitable than domestic operations, particularly 
in fiscal 1971 during which period domestic operations were at a loss. Historically, a significant percentage 
of sales of foreign subsidiaries has been to independent distributors and End Users, which sales have higher 
profit margins than do domestic sales which have been predominantly to original equipment manu- 
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facturers. In addition, domestic operations were adversely affected by the factors set forth in the material 
commencing on page 7 hereof. 


Foreign Operations 

The Company distributes its products through its sales and service offices in Canada and most countries 
in Western Europe and through foreign representatives in more than 50 other countrics. The Company 
has manufacturing facilities in Menden, West Germany and Eaglescliffe, England. See “Plant and 
Personnel.” 


Production 

Production operations involve the assembling of parts, components and units purchased from others, 
and the manufacturing of mechanical and printed circuit components. Alternate sources are available for 
most items purchased. The Company’s engineering staff has designed many of the special devices employed 
to accelerate the intricate assembly processes while adhering to rigid quality standards. 


Engineering 

The Company’s engineering program is directed primarily towards the design and development of new 
products for the data processing industry and is oriented to applications and systems engireering in the 
data input, data communications, media conversion and data output fields. In addition, the engineering 
department provides substantial assistance and support to the Company’s manufacturing and marketing 
operations The Company employed 140 engineers at June 30, 1971. 

The Compe~~ holds numerous patents (inciuding a patent issued in 1969 on certain features of the 
Data-Recorper, and has applied for additional patents. While the Cormpany feels that these patents 
and patent applications, and: additional patents that may be applied for, are and will be of value, it 
believes such patents and applicatfons will not be determin:.tive of the Company's success, which depends 
principally upon its manufacturing, engineering, marketing and service skills and the quality and 
eronomic value of its products rather than upon patent protection. 


Competition 
Ip. the electronic data processing field, competition is intense and technological advances are rapid. 
The Company encounters active competition from a number of independent manufacturers of peripheral 


eqtsipment for electronic data processing systems and from certain large computer manufacturers which’ 


produce and market such equipment and also compete by offering such equipment to other systems 
manufacturers. Some of these competitors have far greater resources and facilities than the Company and, 
considered in the aggregate, compete in the entire line of equipment marketed by the Company. Recently 
4 orici by I ional Busi Machi i anal ailiane one pl 
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Plant and Personnel 

The Company has its principal office in Herkimer, New York and its financial and legal office in 
New York, New York. Its chief manufacturing facilities are in Herkimer, New York; Stoneham, Massa- 
chusetts; King of Prussia, Pennsylvania; and Menden, West Germany; with other production facilities 
in New York, Minnesota, California and England. The Company has more than 150 sales and service 
offices: throughout the United States and in foreign countries, cach of which maintains a supply of 
spare parts and devices used by Company-trained field service engineers to install and maintain Com- 
pany equipment. 3 
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In Herkimer, the Company carries on manufacturing operations and applications and systems engi- 
neering functions in three buildings, aggregating approximately 300,000 square feet, all of which buildings 
are of masonry and steel frame construction, located on approximately 38 acres of land owned by the 
Company. See “Capitalization” for information with respect tc mortgages on the buildings. The Com- 
pany’s research and development facilities in Stoneham, Massachusetts consist of two buildings aggregating 
65,000 square feet. The Company's operations in King of Prussia, Pennsylvania are conducted in two 
leased plants aggregating 100,000 square feet. The Company’s West German subsidiary manufactures 
Data-Recorpers and printers in a 56,000 square-foot plant in Menden, West Germany. The Company’s 
other manufacturing facilities aggregate approximately 93,500 square feet, of which approximately 32,500 
Square feet are owned and the balance leased, as are its sales and service offices in -he United States and 
abroad. The Company also maintains schools in Herkimer, Menden and Utica, N. Y. for training its 
salesmen and field service engineers and the personnel of its customers. The Company also owns two 
warehouses, aggregating approximately 130,000 Square feet, and leases additional warehousing space. 
See Note J of Notes to Financial Statements with respect to annual rentals payable. 


its relations with its employees are excellent. 


MANAGEMENT 
The executive officers and directors of the Company are as follows: 
NeW MMMM snnialnss Asvso teat Chairman of the Board 
Richard P. ON on Seca siwccwceaath ice President and Director 
Richard L, | ee Oe eS - Executive Vice President and Director 
WOE vosuvin cede: 5. Hed tawigewnicd a President of MDS-International, Inc. 
and Director 
Wayne Wells* ........ teceeeccsesecee Executive Vice President, 
Treasurer and Director 

Pat B.S oc. ccccccc. Sekbb iadaknes seseeeee Vice President and Director 
whee Gh geo, nena OE -» Vice President and Secretary 
Co gg os, ROR -- Vice President 
ay a ene oat pneseens -- Vice President 
H. Van Forsythe ............. tteeeeceeees. Vice President 
John D. Hazzard ............... trseceeseees Vice President 
David Hemphill ............... trseseeseeeee Vice President 
Robert J. SNM bi dsichinnidecasiges caciedit Vice President 
Robert T. Pearson ............. iene seeeeee Vice President 
CH Me PMP cde. ns bane Renee Ss eee «+ Controller 
Robert Groben ...... beeetanes hea aK bins 6 tos ice Director 
OO IE ne nchtetchswrsaassties<. «eeess Director 
RE EMD sd nées iiccdasa.., seseeeseeses Director 
Max Philipson ............ Pete eS seeeeseeees Director 
Theodore D. Robinson ...,...... teceseeeeees Director 
Herbert Roth, Jr. tte cececccecececcsecesecs Director 


“Member of the Executive Committee. Messrs. Karpen and Stitz are alternate members 
14 
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Messrs. Johnson, Rifeaburgh and Smith have been with the Company since its inception in 1964. 
Mr. Karpen has been with the Company since 1967, prior to which he had been with Control Data 
Corporation, his last position there being Director of Engineering of the Government Systems Division. 
Mr. Stitz has been with th: Company since 1967, prior to which he was employed by Remington Rand 
G.m.b.H. in Germany. Mr. Wells joined the Company in 1968, prior to which he was a partner of 
S. D. Leidesdorf & Co., certified public accountants, 

Mr. Ablove, who is also General Counsel of the Company, joined the Company in 1968, prior to which 
time he was associated with the firm of Boyd & Holbrook, New York, N. Y. Mr. Craigie joined the 
Company in July, 1969, prior to which time he had been employed by the Univac Division (“Univae"’) 
of Sperry Rand Corporation for 16 yzars. Mr. Egan joined the Company in January, 1971, prior to which 
he had been with Univac for more than the Previous five years. Messrs. Forsythe and Pearson were with 
Anelex Corporation prior to its merger into the Company in 1967. Mr. Hazzard joined the Company in 
August, 1970, having been with Data Products Corp. for the previous two years, before which he had 
been employed by Univac. Mr, Hemphill was employed by the Company in February, 1968, prior to 
which time he was employed by Univac for the previous five years. Mr. Hingre has been with the 
Company for more than the past five years. Mr. Pite joined the Company in March, 1969, ptior to which 
time he had becn employed by Management Assistance Inc. for the previous five years. 

At June 30, 1971, all present directors and officers of the Company as a group (21 persons) owned 
567,784 shares of Common Stock, or a>nroximately 9.94% of the shares then outstanding. No person 
owned of record, and the Company did not know of any person who owned beneficially, 10% or more of 
the Company’s Common Stock at such date. 

Remuneration of Directors and Officers 


The Company has recently changed its fiscal year eid from July 31 to April 30, and therefore its most 
recent fiscal year consisted of the nine taonths ended April 30, 1971. The aggregate remuneration paid 
by the Company and its subsidiaries for services in all capacities during the twelve-month period ended 
April 30, 1971 to each person who was a director at any time during such fiscal period whose aggregate 
Gr remuneration. exceeded $30,000 a: to each of the three highest paid officers of the Company, and 


N. of Individual wos Aggrega Pension oe 
ame ) m ite iz 
or Number of Persons Remuneration Direct Upon 
in Group Was Received Remuneration Retirement(1) 
V. E. Johnson Chairman of the Board $ 75,000 — 
of the Company y 
Richard P. Rifenburgh President of the Company 72,500 $5,496 
Wayne Wells Executive Vice President and 68,33 3,629 
Treasurer of the Company 
Otto Stitz Officer of the Company's 60,000(2) (2) 
European subsidiaries 
Richard L. Karpen Executive Vice President 58,333 4,082 
of the Company 
Patrick B. Smith Vice President of the Company 50,000 2,379 
All directors and ; 757,590 oats 
officers as a group ; 
(24 persons 
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(1) Assuming that (i) eac!: such individual will retire at attainment of normal retirement age (65), (ii) 
each (with the exception of Mr, Johnson, who is presently receiving a nominal salary as Chairman 
of the Board) will be paid at least $20,000 per year until retirement, (iii) benefits under the Pension 
Plan are not altered prior to retirement, and (iv) all actuarial costs and expenses oi the Pension Plan 
are paid by the Company. 


(2) Mr. Stitz is compensated pursuant to employment contracts with certain of the Company's European 
subsidiaries, expiring in 1975 and renewable thereafter on a year-to-year basis, providing for aggre- 
gate -nnual remuneration of approximately $60,000 and aggregate pension benefits of approximately 
$12,600 per year commencing at age 65 if he is then employed by such subsidiaries. Mr. Stitz does 
not participate in the ©-mpany’s Pension Plan but under applicable law he is entitled to a pension 
of approximately $3,000 per year at retirement after age 60. 


Under the Company’s Profit-Sharing Retirement Plan for Employees, benefits are accrued for 
domestic employees. An amount equal to approximately 3% of the Company's consolidated net profits 
before income taxes is contributed to such Plan for each fiscal year. The contribution is allocated equally 
among all participants up to $200. Any excess contribution above such amount is allocated among all 
participants based on salary up to a maximum of $20,000 per year. Messrs. ’ohnson, Rifenburgh, Karpen, 
Wells and Smith are participants in such Plan, and each had an accovut Salance thereunder as of 
April 30, 1971 in the approximate amount of $270. 


Interest in Certain Transactions 


A. G. Becker & Co. Incorporated, of which Paul R. Judy is president, received $93,525 as gross 
underwriting discounts in connection with the sale in May, 1969 of the 5149 Subordinated Guaranteed 
Debentures due 1989 of MDS Capital Corporation. In addition, A. G. Becker & Co. Incorporated and 
Max Philipson & Co., Inc., of whi Max Philipson is president, received $161,340 and $2,250, respectively, 
as gross underwriting discounts in connection with the sale in December, 1969 of the Company’s 514% 
Convertible Subordinated Debentures due December 15, 1994. 


+ 


- 


1970 STOCK OPTION PLAN 

In November 1970 the stockholders of the Company adopted the 1970 Stock Option Plan (the “1970 
Plan”), providing for the granting to key employees of the Company and its subsidiaries of options 
to purchase up to an aggregate of 400,000 shazes of Common Stock of the Company. Subject to stockholder 
approval, the Board of Directors has increased the number of shares covered by the 1970 Plan to 550,000 
shares. The 1970 Plan was adopted in order to stimulate the efforts of the Company's key employees, 
to strengthen their desire to remain with the Company and its subsidiaries, to provide them with a more 
direct interest in its welfare and to assure a closer identification between them and the Company. The 
Company urges persons holding stock options granted by the Company to compare the following descrip- 
tion of the 1970 Plan with the information set forth under “Other Option Plans” and to refer to the 
Company's Prospectus, dated Dece-aber 14, 1970, for a more detailed description of the options referred to 
thereunder. Upon the adoption o/ *'. ‘97% Plan by its stockholders, the Company terminated its then 
existing option plans, exc<p* {cz oy ons outstanding thereunder. 

Options under the 1970 Plar .aay be granted at any time on or prior to July 9, 1980. The Company’s 
Stock Option Committee which administers the 1970 Plan may grant options to key employees, including 
officers, without Board of Directors’ approval (except in the case of a member of the Stock Option Com- 
mittee), upon such terms and conditions as it sees fit, subject only to the requirements that the 
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exercise price of any such option shall not be less than the fair market value of the Company’s Common 
Stock at the date of grant (Board of Directors’ approval being required for any grant at less than 
the fair market value, provided that no option may be granted at less than 75% of such fair market 
value) and that the expiration date for any such option shall not be more than 10 years after the 
date of grant thereof. There is no minimum or maximum number of shares which may be subjected to 
options granted to any one employee. Options granted under the 1970 Plan are not transferable (other than 
by will or by the laws of descent and distribution), and if an optionee ceases to be employed by the 
Company or any of its subsidiaries for any reason, any such option held by him will terminate immediately, 
except that in the event of death his option will expire one year after the date of death (unless it expires 
sooner by its terms). 

The 1970 Plan is not intended to constitute a qualified stock option plan within the meaning of the 
Internal Revenue Code of 1954, as amended. Provisions described in subparagraphs (a) and (b) below 
have been inclucd in the options heretofore granted under the 1970 Plan in an attempt to place optionees 
in a tax position substantially equivalent to that of a person exercising an option granted under a qualified 
stock option plan, based on his salary and marital status. It should be roted that the Stock Option Com- 
mittee is not required to include such provisions in options granted under the 1970 Plan. Since the Com- 
mittee is authorized to include any provisions deemed necessary of desirable with respect to options 
granted under the 1970 Plan, the Committee may in the future eliminate, modify, alter or expand the 
provisions relating to income taxes set forth in such subparagraphs (a) and (b), though there is =< 
present intention to do so. The 1970 Plan contains no provisions restricting the Company from grar ting 
additional options under the 1970 Plan to holders of outstanding options thereunder, whether in subs. itu- 
tion for such options or otherwise. Such additional options may be made exercisable at earlier dates anc at 
lower exercise prices than outstanding optio. s. 

Options under the 1970 Plan include anti-dilution provisions which become effective in the event of 
the declaration of any stock dividend, stock split-up, combination, exchange of shares or the like or of any 
recapitalization, merger or consolidation. When options granted under the 1970 Pian terminate or expire 
without having been exercised in full, further options :overing the shares not purchased may be granted. 
The Board of Directors may amend the 1970 Plan at any time it deems advisable; provided, however, that 
any amendment which shall’ (i) increase the aggregate number of shares of Common Stock which may be 
issued and sold upon the exercise of options, or (ii) reduce the minimum purchase price per share, shall 
be subject to approval by the stockholders of the Company within twelve months aftcr its adoption by the 
Board of Directors or the same shall become null and void. 

The Company has been advised by its counsel that under the Internal Revenue Code as presently 
in effect the amount equal to the difference between the option price and the fair market value of the 
Company’s Common Stock at the date of exercise would be taxable to the employee as ordinary income. 
In addition, any amounts received by the employee in accordance with subparagraphs (a) and (b) below 
would also be taxable as ordinary income. Amounts taxable to the employee as ordinary income are 
deductible by the Company in the same year under Section 162 of the Internal Revenue Code. 

All options heretofore granted to domestic employees under the 1970 Plan include, and it is presently 
contemplated that any additional options which may be granted to domestic employees hereafter under 
the 1970 Plan will include, the following provisions: 

(a) If the exercise, in whole or in part, of an option would result in the employee's receiving 
income upon which the Company would be required to withhold Federal income taxes, upon the 
request of the employee, the Company will advance to the employee for deposit ii his withholding 
account an amount equal to such withholding, such advance to be evidenced by a non-interest 
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bearing Promissory Note. Such Note will be due upon the carlier of termination of employment or 
six months after exercise of the option to which the Note relates. 

(b) If the exercise, in » hole or in part, of an option would result in the employce’s receiving 
income which would not be tre..cc as long-term capital gain for Iederal incor ¢ tax purposes, the 
Company will pay as additio, -! ce. pensation to the employee, six months after such exercise, an 
amount which shall be equal to tne difference between (i) the Federal and other income taxes pay- 
able by the employee for the taxable yea in which income is realized by the employee on accouut 
of such exercise (for the purpose of any such calculation it will be assumed that the employee's 
income consisted solely of his salary from :t Company, and any income realized as a result of such 
exercise of an option, his exemptions were bused upon himself, his spouse and the number of his 
dependents at the end of such taxable year and that no deductions were available to him other than 
the standard deduction provided in the Internal Revenue Code), and (ii) the taxes, calculated in the 
same manne as in (i) above, which would have been payable if such exercise of an option had not 
taken place. In no event, however, shall the amount to be paid by the Company hereunder exceed 
50% of the product of (x) the difference be*ween the market price for the Company’s Common Stock 
at the date of such exercise and the option price provided for in the option and (y) the number of 
shares issued on such exercise. Further, no such payment shall be made unless at the time of such 
payment the employee shall have been continuously in the employ of the Company or a subsidiary 
of the Company since the date of grant of the option. 


All 1970 Plan options granted to foreign employees of the Company’s foreign operations ‘aclude, 
and it is presently contemplated that any additional options hereafter granted to such employees will 
include, provisions co...»-rable to those described immediately above. 

Options to purchase an aggregate of 417,000 shares were outstanding under the 1970 Plan at July 30, 
1971 at an average exercise price of $24.20 per share, which options expire between July 9, 1980 and 
July 22, 1981. The aggregate market value of such shares at August 20, 1971 was $11,154,750. Messrs. 
Rifenburgh, Wells, Karpen, Stitz and Smith presently hold options to purchase 22,000, 19,000, 17,000, 
14,500 and 5,000 shares, respectively, exercisable at an a’ tage price of $24.28 per share. In addition, 
directors and officers as a group presen:ly hold options to rchase an aggregate of 122,200 shares at 
an averare exercise price of $24.34 per share. The aggregate .varket value of the shares covered thereby 
at August 20, 1971 was $3,268,850. 

OTHER STOCK OPTIONS 

In 1964 the stockholders approved a Qualified Stock Option Plan (the “First Plan”) which pro- 
vided for the granting of options to key employees at a price of not less than 100% of the fair market 
value of the shares on the date of grant. Options are exercisable in whole or in part beginning 12 months 
from the date of grant, but not more than five years from such date. 

In 1967 the stockholders approved a Second Qualified Stock Option Plan (the “Second Plan”) 
which provided for the granting of options to key employees of the Company and its subsidiaries at a price 
of not less than 100% of the fair market value of the shares on the date of grant. Options are exercisable 
beginning one year from the date of grant and then to the extent of 25% per year on a cumulative basis, 
and expire five years from the date of grant. 

Both the First Plan and Second Plan options are intended to be “qualified stock options” as that 
termi is defined in Section 422 of the Internal Revenue Code of 1954, as amended. The First Plan and 
Second Plan, as well as the Foreign Option Plan referred to below, were terminated by the Company 
in November 1970 upon adoption of the 1970 Plan by the stockholders. 
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Plan”) which provided for the granting of options to key employees who, at the time of grant, were 

non-resident aliens of the United States engaged principally in the foreign operations of the Company. The 

option prices are not less than the fair market value of the shares on the date of grant. The options are 
* ‘ presently exercisable at any time, and expire five years after the date of grant. 

Prior to the adoption of the Foreign Option Pan, the Company had granted options to purchase 
shares of its Common Stock to certain key employees of its forcign operations. The terms uf those options 
granted prior to November 19, 1968 are identf@M with options granted under the First Plan and, with 
respect to those options granted on or after November 19, 1968, are identical with options granted under 
the Second Plan except that (a) such options were granted only to employees who at the time of grant 

& : were non-resident aliens of the United States engaged principally in foreign operations of the Company ; 
(b) the exercise price of such options may have been below the fair market value of the shares covered 
thereby at the date of grant in certain instances ; and (c) all of such options were or have become immedi- 
ately exercisable. 

On July 9, 1970, all persons holding any of the foregoing options (hereinafter referrey to as “old 
options”) were granted options under the 1970 Plan covering a number of shares equal to the total 
number of shares covered by all old options then held by them. Messrs. Karpen and Wells hold old 

eo r options covering 8,000 and 12,000 shares, respectively, exercisable at average exercise prices of 
$53.55 and $65.82 per share, and directors and officers as a group hold old options covering 37,100 
shares, exercisable at an average exercise price of $65.33, which options expire between August 21, 1972 

‘ and March 23, 1975. The aggregate market value of such shares at August 20, 1971 was $992,42S.. Tha, 
- : exercise of any old option will automatically terminate the 1970 Plan option granted to such person in . 
respect of such old option, and such 1970 Plan option granted in respect of such old option provides that 
upon exercise thereof all o’4 options held by such persof: must be surrendered for cancellation. Old 

we options to purchase an aggregate of 158,150 shares were outstanding at July 30, 1971 at an average 

exercise price of $73.01. 
Aneicx Options 

On the consummation of ihe merger of Anelex Corporation in 1967 the Company assumed outstanding 

Anelex restrited stock options, as such term is defined in Section 424 of the Internal Revenue Code of 

. 1954, as amended. At June 15, 1971 an aggregate of 1,666 shares were covered by such options at an 

& exercise pric: of $17.82 per share, which expire on August 7, 1972. No director or officer of the Company 
; Atron Merger 

In connection with the merger of Atron Corporation into a subsidiary of the Company on April 30, 

1971, such subsidiary assumed the then outstanding Atron qualified stock options, as such term is defined 
in Section 422 of the Internal Revenue Code of 1954, as amended. The terms of such options are similar 
% to options granted under the Second Plan. At June 15, 1971 holders of such options were entitled to 
' feceive upon exercise thereof an aggregate of 5,355 shares of Common Stock at an average exercise 
price of $19.68 per share. Such options expire between December 11, 1973 and January 5, 1975. No 
director or officer of the Company holds any such option. 


Stock Purchase Plan 
In 1968 tiie stockholders adopted an Employee Stock Purchase Plan (the “Stock Purchase Plan”), 
r) a which provides for the granting of options covering the purchase of up to 150,000 shares of the Company's 
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Common Stock. The Stock Purchase Plan includes the provisions believed necessary to comply with the 
requirements imposed by Section 423 of the Internal Revenue Code of 1954, as amended. 
When options are granted, they provide to all eligible employees (defined as employees, including 


officers, of the Company and its domestic subsidiaries) the right to purchase one share of the Company's , 


Common Stock for each full $500 of his annual rate of compensation (as defined) up to a maximum of 
$20,000. The option price must be not less than the fair market value of the Company’s Common Stock 
on the date of grant, and payment may be made either immediately or by means of a payroll deduction 
or another installment method as determined by the committee administering the Stock Purchase Plan, 
with the approval of the Board of Directors. In any event, all options must be exercised and all shares 
paid for in full within 27 montlis from the date of grant of the option. 

On July 9, 1970 the Company granted options covering an aggregate of 48,971 shares of Common 
Stock at an exercise price of $23.00 per share. At June 30, 1971 an aggregate of 25,048 such shares 
were subscribed for by employees and options covering an aggregate of 121,255 shares were available for 
grant. Messrs. Rifenburgh, Karpen and Wells have each subscribed for 40 shares, and officers and 
directors as a group have subscribed for 400 shares. In additior, on August 5, 1971 options were 
granted under the Stock Purchase Plan at an exercise price of $22.50 per share. Employees have the 
right to subscribe for the shares covered by such options until September 14, 1971. 


DESCRIPTION OF COMMON STOCK 

The holders of shares of the Company's Common Stock are entitied to one vote for each share held, 
have equal rights to dividends from funds legally available therefor when, as and if declared by the Board 
of Directors, and are entitled, upon liquidation, to share ratably in all assets iegaily available for distribu- 
tion to shareholders. The Common Stock is not redeemable and has no preemptive or conversion rights. 
All outstanding shares of Common Stock are fully paid and non-assessaole by the Company. 

The shares of Common Stock issuable upon exercise of option: granted under the 1970 Plan or 
initially issued by Atron Corporation, upon exercise of the warrants described under ‘‘Description of 
Warrants” and upon conversion of the 544% Subordinated Guaranteed Debentures due 1989 of MDS 
Capital Corporation will, when issued upon such exercise or conversion, be fully paid and non-assessabl: 
by the Company. 

The Indenture dated as of December 15, 1969 between the Conpey and Chemical Bank, as Trustee, 
unde: which the Company issued $30,000,000 principal amount of 534% Convertible Subordinated 
Debentures due December 15, 1994, restricts the payment of dividends (other thaa stock dividends) and 
the purchase of any class of capital stock of the Company to an amount not exceeding the sum of (a) 
Consolidated Net Earnings (as defined in said Indenture) accrued subsequent to July 31, 1969, (b) the 
aggregate net proceeds received by the Company from sales of its capital stock subsequent to July 31, 
1969 (but only to the extent that such net proceeds are equal to or more than the aggregate cost of all 
shares of capital stock of the Company acquired or redeemed subsequent to July 31, 1969), and (c) 
$7,500,000. No cash dividends have been declared or paid to date, and the Company does not intend to 
pay cash dividends on its Common Stock in the forseeable future. 

A class of Preferred Stock, issuable in series from time to time by action of the Board of Directors, 
was authorized by the stockholders in 1968. All shares of such Preferred Stock, regardless of series, will 
be entitled to preference over shares of the Common Stock in the distribution of dividends or assets or 
both. At the date hereof no such series of Preferred Stock has been created. 


DESCRIPTION OF WARRANTS 
There are presently outstaiing warrants to purchase an aggregate of 42,500 shares of the ci ‘8 
Common Stock, which were assumed by the subsidiary of the Company into which Atron Corporation 
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was merged in April 1971. Warrants to purchase 37,500 shares were originally issued to the public in 
January 1970 as part of the initial public offering of Atron, are exercisable until January 31, 1975, and 
entitle the l:olders thercof to purchase from such subsidiary shares of the Company's Common Stock at a 
price of $68 per share. Such warrants are presently traded in the over-the-counter market, Warrants 
to purchase 5,000 shares were originally issued by Atron in September 1969 and are exercisable until 
September 16, 1977. Of such warrants, warrants to purchase 2,500 shares are exercisable at $25.00 
per share and the remaining warrants are exercisable at $60.00 per share. 

All of the warrants contain anti-dilution provisions which take effect in the event of stock dividends, 
splits, recapitalizations and the issuance of Common Stock by the Company at less than the then applicable 
exercise price. 

Certificates representing fractional shares will not be delivered upon the exercise of the warrants, 
but in respect of any fraction of a share payment will be made in cash based on the then market price 
of such shares as determined by the Warrant Agent for the warrants. 


SELLING STOCKHOLDERS 


. The following persons acquired the shares of the Company’s Common Stock which they intend to 
sell by means of this Prospectus through the exchange therefor of their holdings of Common Shares of 
Atron Corporation in connection with the Atron merger: 


Name of Stockholder 
Wesley J. Anderson, custodian for two children 
Dolores F. Anderson 


Fred Alger & Company Inc. et al 
Pension Trust 


Ye ae SR ae UNAS ee ee weve 
James J. & Mary C. Horan 


Marine Midland Bank-Western, as 
Pension Plan Trust 
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Shares Shares 
Shares to be to be 
Name of Stockholder Owned Sold Retained 
BO Ie eas dace seis ceacdrensmoeeenseies 4,268 1,000 3,268 
Ei, TE. Bailar: Feat Gok ic oc cvnnccicscsctoccectscecd 2,500 2,500 oe 
John E. Miller... ....ccrcccccccccccccccvccccccescesece 2,500 1,500 1,000 
George D. O'Neill... cc cscccccccveccnccesscesssesscees 400 400 — 
Abby M. O' Nei... .cccccvcccccvccsceccesevccesercence 800 800 — 
Harry & Ruth Plew. .....csccsccccsccccvcecessccsvcvcses 2,500 2,500 _ 
Cie TE Co Sicicccnnvauereccraancensqeseeteuns 2,500 2,500 —_ 
Research & Science Investors Inc. ........seeeeeeeesenee 2,500 2,500 — 
SCE Capel TOG: 5c ccscccvess (ee essewrerenseuastet 729 729 —_ 
Joseph S. Stoutenburgh.........ccceccccccccccccccccnes 9,250 1,250 8,000 
Fimeee PAMONNND oo 3.5.5 096i05.0o socks vans yereebeqaces 3,125 3,125 = 
Value Line Development Capital Corp. ........--.+seeee-- 3,125 3,125 — 
Joseph Wayne Whitney...........-seececccececeeee e650 45 Se 5,625 
Loreen Le. Wy8t. ce cceccccscsesccvconectcoseccccccsceces 1,250 1,250 _ 


In addition, Ladenburg, Thalmann & Co. holds and will continue to hold warrants to purchase 2,500 
shares of the Company’s Common Stock at $60.00 per share. 


LEGAL MATTERS 


The legality of the securities offered hereby will be passed upon by Messrs. Beekman & Bogue, Five 
Hanover Square, New York, New York 10004. A member of such firm owns 540 shares of Common 


‘Stock of the Company. 


EXPERTS 


The financial staterr<uts and relaicd schedules of the Company and its subsidiaries included in this 
Prospectus and elsewhere in the Registration Statement, other than those designated as “Not Covered by 
Accountants’ Report” and “Unaudited”, have been examined by S. D. Leidesdorf & Co., independent 
public accountants, as set forth in the report of that firm included herein. Such financial statements and 
schedules have been so included herein in reliance upon the report of such firm given upon its authority 
as experts in accounting and auditing. 


ADDITIONAL INFORMATION 


This Prospectus omits certain information contained in the Registration Statement on file with the 
Securities and Exchange Commission, relating to the Company and the securities offered by this Prospectus. 
For further information, reference is made to the Registration Statement and to the exhibits and financial 
statements and schedules filed as a part thereof. Statements contained in this Prospectus as to the contents 
of: any contract or other document are not necessarily complete, and where such contract or other 
document is an exhibit to the Registration Statement reference is made thereto, and each such statement 
is deemed to be qualified and amplified in all respects by the provisions of such exhibit. 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 


To the Stockholders 
Mohawk Data Sciences Corp. 


We have examined the consolidated balance sheets of Mohawk Data Sciences Corp. and subsidiaries 
as at April 30, 1971 and as at July 31, 1970, and the related consolidated statements of income, capital 
in excess of par value and retained earnings and source and use of working capital for the three 
years ended July 31, 1970 and the nine months ended April 30, 1971. Our examination Was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
actounting records and such other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the financial statements mentioned above present fairly the consolidated financial 
position of Mohawk Data Sciences Corp. and subsidiaries at April 30, 1971 and at July 31, 1970 and the 
consolidated results of their operations and source and use of their working capital for the three years 
ended July 31, 1970 and the nine months ended April 30, 1971 in conformity with generally accepted 
accounting principles applied on a consistent basis, after giving retroactive effect to the change, which 
Wwe approve, set forth in Note (b) to the consolidated statement of income. 


S. D. LEIDESDORF & CO. 


New York, N. Y. 
July 14, 1971 


EE 
. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 


ASSETS 


Current Assets: 
Cash (including time deposits of $1,776,000 and $3,722,000) ............ 


Accounts receivable—principally trade, less allowance of $1,435,000 and 
GET For GH eial BOOIAN io oso i bso Rooke keke nes Kees» ba pedecen 


Inventories, at lower of cost or market—Note B 
Other 


PRR RRO HEE HEHEEHEEEHEEEEE EH EEEEEE EEE EEE EEE EE EEE 


Rental Machines—at cost ~  roduction, less accumulated depreciation of 
$24,735,000 and $15,486,0.—Note Coo... ccc ccc ce cece cece cee seuee 


Fixed Assets—at cost, less accumulated depreciation of $6,927,000 and 
perenne CONE 6 oe 5 eos soos obcssaceebaeeussee<sasewss 


Excess of Cost over Book Equity of Companies Acquired—Note A ....... 


Long Term Notes and Accounts Receivable, less allowance of $450,000 for 
GOMER SECONDIS: 1A TICE east vacdctpccacatsiscetccsseeecesdepecse 


Deferred Income Taxes—Note D ............000. sevbeces sennee yee 


Deferred Charges and Other Assets (including debt expense of $964,000 and 
$990,000—being amortized over term of debt) ..........0ceeeeeeeres 


* See Note A and Notes (a) and (b) to the Consolidated Statement of Income. 
The accompa:sying notes are an integral part of these statements. 


a 


April 30, July 31, 
1971 1970 
(Restated)* 

——(000’s Omitted) —— 
$ 5,629 $ 11,726 
14,455 16,925 
40,703 41,072 
1,508 2,293 
62,295 72,016 
52,234 41,360 
15,595 15,249 
2,442 2,442 
3,853 1,298 
2611 1,082 
1,798 1,684 
$140,828 $135,131 
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4 
% 
MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 
™ LIABILITIES AND STOCKHOLDERS’ EQUITY 
Mono" 
aan! (Restated)* 
——(000’s Omitted)——— 
& Current Liabilities: 
NOUS PAVRRIS to HAGES. <<. 5. cccvovescsccsciccscrcessccccsoescccesoces $ 2,165 $ 14,440 
Current portion of long term debt—Note G ......--.ceeeecceceeeesenecs 1,093 890 
PRM hee a5 60 isin donb oa DeRRSRaRA Vb enoueesos tees 8,011 8,013 
’ Federal and foreign income taxes—Note D ..........0.cceeeeceeeees 2,504 5,255 
@ Salaries, wages and commissions .............eccccceccesecsecees 1,206 992 
RA  ONTRE OOE WRONNNE yin 35 6od cg scckseucakescoasetoceseceass 1,275 1,824 
; Other (including accrued interest of $787,000 and $483,000) ........... 2217 2,824 
Total Current Liabilities ............ Bstaveteanss abate 18471 «34,238 
Convertible Debentures—Note EB ......cccccccccccccccccccccccccscce 45,009 45,000 
| * Notes Payable to Banks—Note F ........-.00-cceeeeeeeeee biveioeetnats 21,572 
Diteaw Lider Tarek TNE Goo vise vcan dnccdc cdincatecccacess see 6,337 5,336 
i ; Unamortized Investment Tax Credits—Note D........0....seeeeesees 785 1,070 
Deferred Credits (principally deferred income) ..........00-ssceeeeseeees 949 733 
-@ j . Stockholders’ Equity—Notes A, E, I and J: 
3 ; Common Stock, par value $.10 per share; authorized 15,000,000 shares; 
i issued and outstanding 5,710,359 shares (1971) and 5,706,547 shares 
‘ QUITO aos Savon ss cok cbessepsenteseesessyessone Reeeeseenres Jecee $71 570 
j Capital in Excess of Par Value—see accompanying statements .. treeeeee 35,303 35,254 
® Retained Earnings—see accompanying statements ........-....0seee0 11,880 12,930 
i@ Total Stockholders’ Equity .........0sssssssesseesssees WIA 48754 
Contingencies, Commitments and Other Comments—Note J 
| , $140,828 $135,131! 
i —_ 
A ; * See Note A and Notes (a) and (b) to the Consolidated Statement of Income. 
\@ 1 The accompanying notes are an integral part of these statements. 
23 
a 
{ -° 
y 


Se rE 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF CAPITAL IN EXCESS OF 


PAR VALUE AND RETAINED EARNINGS *Nine 
*Fiscal Periods Ended July 31, ‘Ended 
ee ee ee ee 
(000’s Omitted) 
Capital in Excess of Par Value: atumutie 


Balance at beginning of year (including 
in 1966, $7 508,000 applicable to com- 
panics acqured in poolings-of-inter- 
CHEE BG acccevccdsseeoneas $7,950 $8711 $21,424 $27,752 $29,954 $35,254 
Credits (charges) arising from— 
Notes A and I: 


Excess of net proceeds from sale of 
Common Stock (including shares is- 
sued upon exercise of stock options 
and stock purchase plan—Note I) 
over the par value thereof: 
By the Company—673,220, 734,- 
550, 94,172, 3,073, 8,078 and 
1,246 shares, respectively..... 720 12,494 596 54 328 29 
By an acquired company prior to 
the ling—147,750 (1969), 
75,206 (1970) and 2,566 (1971) 
shares equivalent to the Com- 
pany’s Common Stock ....... 1,120 4,050 20 


Excess of principal amount of convert- 

ible debentures over the par value of 

36,000, 100,000 and 25,997 shares, 

respectively, of Common Stock ex- 

changed therefor, net of related debt 

GUNNS. 546. k CS wien nbsdes denne 219 610 1,028 
Excess of net proceeds over the par 

value of 12,769 shares issued upon 

the exercise of Common Stock Pur- 


CRE WORE bs sci cctaecccdes 922 
Poolings-of-interests (transactions sub- 
sequent to July 31, 1967) ........ 1,292 
Issuance of Common Stock for the 
purchase of a company ........ os 4,102 
WEINER. Sar ccdursenis casas 41 - (272) 
Balance at end of year .............. $8711 $21,424 $27,752 $29,954 $35,254 $35,303 
see cee see See Le 


* See Note (a) to the Consolidated Statement of Income. 
Numbers of shares shown above have been adjusted to give effect to the 2 for 1 stock splits in August 1966 
and July 1968. (Continued on following page.) 
The accompariying notes are an integral part of these statements. 
2% 


TT 
. 


* See Notes (a) and (b) to the Consolidated Statement of Income. 
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MOHAWK DATA SCIENCES RP. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF CAPITAL IN EXCESS OF 


PAR VALUE AND RETAINED EARNINGS—(Continued) 


*Nine 
Months 
*Fiscal Periods Ended July 31, Ended 
April 30, 
ee i i 
Retained Earnings: (000’s Omitted) 
Balance (deficit) at beginning of year (Not Covered by (Restated) 
(including in 1966 and 1970, $1,752,000 Accountants’ Report) 
and ($485,000), respectively, applica- ; 
ble to companies acquired in ings- 

_ Of-interests) ..... 5 es Se iad $ 1,388 ($ 3,429) ($ 2,097) $ 954 $7,122 $12,930 
Net income (loss) for the period...... (4,817) 1,332 3,051 6,168 5,808 (1,950) 
Balance (deficit) at end of year........ ($ 3,429) ($ 2,097) $ 954 $7,122 $12,930 $11,880 

=O ———— 


The accompanying notes are an integral part of these statements. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF SOURCE AND USE OF WORKING CAPITAL 


*Fiscal Periods Ended July 31, 


19681969970 
(000's Omitted) 
Sources of working capital : (Restated) 
SP OO COIN so Scovel can ca eee $ 3,051 $ 6,168 $ 5,808 
Depreciation : 
PU MUNI sould ots ciedxen dea Reece dosankucen 1,369 1,510 1,961 
WN SINE o-sbbecnactoiscoctdenks soccakiden 2,113 4,662 8.673 
6,533 12,340 16,442 
Sale of fixed assets and rental machines............ 606 939 1,979 
Sale of common stock, ........cccccocccccccccece 1,262 1,208 5,310 
Sale of convertible debentures .............c0.00-- . 15,000 30,000 
Increase in long term debt—net ................-. 13,112 11,883 
Working capital at date of acquisition of an acquired 
CO hedcksabeccnsvcachiwecarsecviasesncs 1,595 
CR asa searemean sec he cess ceeve cid peoeeul ae sc 798 $70 
23,906 41,940 $3,731 
Uses of working capital : 
PN IN ia cas bacncmeseenswide as aadukdedoue 3,108 7,909 3,863 
PE POND oi 55 215 bow cdo ba dakee luc Weeks 12,320 17,301 23,902 
Decrease in long term debt—net.............2.200- 22,321 
SesESbEDEELEeDEDKCEATACRebEbaducceeeaeen 2,943 
15,428 25,210 53,029 
Increase in working capital .......... MeiutPaweronde $8478 $16,730 $ 702 
- —_—_— =—_——= ——— 
Increase (Decrease) In Working Capital, By Element 
Cash and accounts receivable ..........ceccececceece $5,772 $9658  $ 2,378 
neers, FEO OREN RET OR I nee 5,685 13,856 10,129 
er ORIN CRINN aig coo oe 25 1,148 950 
Accounts and notes payable ............cccccceceees (283) (3,897) (10,007) 
Federal and foreign income taxes ...........ecccceee (1,460) (1,928) (1,612) 
PUNO CUE I soko ob risk co od cenecicce (1,261) (2,107) (1,136) 
Increase in working capital ............cccccccccecs 8,478 16,730 702 
Working capital at beginning of year ................ 11,868 20,346 37,076 
Working capital at end of year ...............0005, $20,346 $37,076 $37,778 
=—=——— ——————— 7 ————4 


* See Notes (a) and (b) to the Consolidated Statement of Income. 


The accompanying notes are an integral part of these statements. 


($ 1,050) 


1,624 
9,985 
10,559 
2,346 
50 


22,533 


| 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS 


Note A—Principles of Consolidation: 
Effective April 30, 1971, the Company changed its fiscal year end from July 31 to April w. 


The accompanying financial statements include the accounts of all domestic subsidiaries for all 
periods and foreign subsidiaries commencing with the 1963 fiscal year. The financial statements include, 
on a pooling-of-interests basis, the consolidated accounts of Anelex Corporation, Soroban Enginecring, 
Inc. and Ohr-Tronics, Inc., three companies acquired during fiscal 1968 in exchange for an aggregate 
of 1,144,946 shares (adjusted for 2 for 1 stock split in July 1968) of Common Stock and the accounts 
of Atron Corporation acquired April 30, 1971 in exchange for 225,522 shares of Common Stock. See 
Note (a) to the Consolidated Statement of Income. Another company (H. M. Storms Company) was 
acquired in 1968 in exchange for 46,906 shares (adj-sted for the stock split) of Common Stock and its 
accounts have been included in the consolidated statement of income from the date of purchase. 


Excess of cost over book equity of companies acquired is principally applicable to the above purchased 
company. Amortization of such intangibles was discontinued in 1969, since, in the opinion of manage- 
ment, there has been no diminution of value; the effect of such change was immaterial. 


All material intercompany items and transactions have been eliminated in consolidation. Investments 
im subsidiaries are reflected on the books of the parent company on the equity method of accounting. 


The accounts of foreign subsidiaries have been translated into United States dollars at appropriate 
historical, average or current rates of exchange. The net unrealized gains or losses on translation (not 
material) have been credited or charged to income. 

Included in the accompanying consolidated balance sheets as at April 30, 1971 and July 31, 1970 are 
the following amounts applicable to the foreign subsidiaries (exclusive of intercompany balances) : 


am 1970 
——(000's Omitted)——— 
Current assets .....eccecescecccnssecssereres $17,492 $16,398 
Current liabilities ........00e-ceeeeeerers = (8,811) (14,576) 
Rental machines—met .......-eeeeeeeeeeceers 23,665 15,994 
Other liabilities—met .......eseeseeeeeeeeeers (5,454) (248) 
Net assets ......cccccccccereceerecerese $17,568 


Foreign operations resulted in net income for fiscal 1971 of approximately $2,240,000, for fiscal 1970 
of approximately $3,280,000 and for fiscal 1969 of approximately $1,810,000 and a net loss for fiscal 1968 
of approximately $211,000. Prior to August 1, 1967, the activities of the foreign subsidiaries consisted 
almost entircly of start-up operations and net costs prior to that date were deferred to be amortized over 
the subsequent three-year peviod. Provision has been made for U. S. income taxes on unremitted 
foreign earnings to the extent they are not expected to be permanently invested. 
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NOTES TO FINANCIAL STATEMENTS — (Contu.wed) 
Note B—Inventories: 


Cost represents invoice or production cost on a first-in, first-out or average basis. Market represents 
replacement cost or realizable values after provision for estimated costs of completion aud sale. fhe 
amounts of opening and closing inventories entering into the computation of cost of sales are: 


fecal pariod 
ended in (000’s Omitted) 
TE Aisensesicadiekostobieuadiks $13,656 
ED atten Concihvahnabaksdinds ce ude 19,030 
MM Sdbintatnekikebaseedetenec ei: 31,586 
WW Kesmivncecidbebustbededusoneees 41,072 
FOR Hiennembaintinivaanedicas Cecestees 40,703 


Note C—Rental Machines and ixed Assets: 

The following tabulation sets forth rental machines and the major classifications of fixed assets and 
Taly stated useful lives used in computing depreciation and amortization as at . oril 30, 1971 and 
July 31, 1970: ait 


Ye it 1970 
(000s Omitted) 
Rental machines .................. 5 and 8 $76,969 $56,846 
Land and improvements ........... 10 $ 1,337 $ 1,209 
Buildings and improvements ....... 5-45 6,473 6881 
Machinery and equipment ..... terre) SS 13,993 12,648 
Construction in progress ........... 719 591 
$21,329 


——_—_=_—— 


For financial reporting purposes, depreciation is computed on rental machines by the 150% declining- 
balance method as to those machines delivered prior to August 1, 1967; as to those machines delivered 


assets is computed principally by the straight-line method. Expenditures for maintenance, repairs and 
renewals are charged to income as incurred. Betterments which significantly extend the useful lives 
ot assets are capitalized. At the time fixed assets are sold, retired or otherwise disposed of, the cost 
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NOTES TO FINANCIAL STATEMENTS — (Continued) 


thereof and the related accumulated depreciation or amortization are eliminated from the accounts and 
any gain or loss is credited or charged to income. 


The capitalized cost of machines, rented by foreign subsidiaries, which arc manufactured in the 
United States, includes, commencing in 1969, certain handling costs. The effect of such change was not 
significant. 


Note D—U. S. and Foreign Income Taxes: 


For income tax purposes, depreciation is computed on rental machines and most fixed assets by 
accelerated methods and gross profits on certain intercompany sales and sales to third party lessors are 
not deferred; these policies, together with others, differ from those employed for financial reporting 
purposes. Provision has been made in the accompanying financial statements for applicable deferred 
income taxes. 


Investment tax credits are amortized over the useful lives of the applicable property. The provisions 
for Federal income taxes for 1968, 1969, 1970 and 1971 were reduced by amortization of investment tax 
credits amounting to $176,000, $350,000, $345,000, and $285,000, respectively. Amuunts credited to 
income in prior years were not significant. 

As at April 30, 1971, the Company’s available net oper.ting loss carry-forwards amounted to 
ipproximately $1,200,000 (expiring in 1975) and foreign tax credits amounted to approximately $750,000 
(expiring in 1976). 


Note E—Convertible Debentures: 


The 534% Convertible Subordinated Debentures (due 1994) of $30,000,000 (payable by the Com- 
pany) and the 54% Subordinated Guaranteed Debentures (due 1989) of $15,000,000 (payable by a 
subsidiary, MDS Capital Corporation, and guaranteed by the Company) are convertible into Common 
Stock of the Company ‘at $85.50 and $82.00 per share, respectively. The indenture under which the 
debentures due in 1994 were issued, provides for annual sinking fumd payments, beginning in 1979, of 
5% of the principal amount outstanding on December 15, 1978. 


Note F—Notes Payable to Banks: 


Long term notes payable to banks (principally at interest rates which fluctuate with changes in 
prime or other rates) were issued under credit agreements entered into in 1971 pursuant to which the 
bauks have agreed to loan up to $27,000,000 until March 1974 in the United States and up to $28,000,000 
until March 1976 to the Company and its foreign subsidiaries. Such agreements include provisions 
which, among other matters, relate to the creation of additional borrowings and the maintenance of 
working capital, as defined. 

Annual payments of principal, with respect to the balance payable as at April 30, 1971, required 
during the next succeeding five .3cal years are $16,200,000 (1974), payable by the Company, and 
$5,332,000 (1976), payable by foreign subsidiaries and guaranteed by the Company. Sec Note G for 
additional annual payments. 


31 
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NOTES TO FINANCIAL STATEMEN’’S — (Continued) 


Note G—Other Long Term Debt: 
Other long term debt consists of th: following as at April 30, 1971 and Juiy 31, 1970: 


191 1970 
———(000's Omitted) ——- 
Notes payable due in 1976 and 1973 (paid in 1971), respee- , 
tively, (other than under the above credit agreements—- 
Note F) at interest rates of 7% (1971) and 104% and 
LO%% (1970) ...cceeverecceecceteeeeseeesesecees $2,400 $1,351 
Payments due to third party lessors, payable in monthly 
installments to 1976 ......cessececcceececccceeesees 4,033 4,021 
2%4% to 7%4% Mortgages payable in monthly installments 
to 1988 i CRBS) oor cccceee 997 854 
7,430 6,226 
Less—current portion .....+..seeesecseeees eevee 1,093 890 
Se 8 


Of the foregoing, $5,030,000 is payable by the Company and $2,400,000 by a foreign subsidiary, 
as at April 30, 197: and $4,875,000 is payable by the Company and $1,351,000 by a foreign subsidiary, 
as at July 31, 1970. 


Annual payments of principal, as at April 30, 1971, on the above long term debt required during 
the next succeeding five fiscal years are $1,093,000 (1972), $1,147,000 (1973), $1,150,000 (1974), 
$944,000 (1975), and $2,529,000 (1976). See Note F for additional annual payments. 


Note H—Pension aud Profit Sharing Plans: 


The Company and certain of it: .ubsidiaries have non-contributory pension plans (commenced in 
1969) under which there are no unfunded past service costs, and the Company and its domestic 
subsidiaries have a non-contributory profit sharing retirement plan (commenced in 1970), covering 
substantially all their employees. Approximately $350,000 (1971), $228,000 (1970) and $475,000 (1969) 
was provided to cover the cost of the pension plans and $500,000 (1970) was providet to cover the 
cost of the profit sharing plan. It is the Company’s policy to fund pension costs as they accrue, which 
costs are based upon an appropriate actuarial method. The profit sharing costs represent approximately 
3% of consolidated net income before income taxes, as defined (..0 provision was required in 1971). A 
change in actuarial assumptions for the pension pian was made during 1970 which hud no material effect 
ea net income. 


Note I—Common Stock: 


In December 1967, the authorized shares were increased to 7,000,000 shares. In July 1968, the Com- 
mon Stock was split 2 for 1, and in November 1968 the authorized shares were increased to 15,000,000 
shares, and 1,000,000 shares of Preferred Stock, par value $1.00 per share, were authorized (none of which 
has heen icsued). Where appropriate, effect is given to the stock split. 


2 
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NOTES TO FINANCIAL STATEMENTS—(Continued) 


The changes in Common Stock issued during the three years ended July 31, 1970 and the nine months 
ended April 30, 1971, are summarized as follows: 


Shares 

Balance as at July 31, 1967......0..cesecccseecsccsecccccseece 4,047,650 

Shares issued in connection with acquisitions. ................. 1,191,852 

Shares issued under stock option plams.........0....eeeeeeees 94,172 

Shares issued upon conversion of debentures.............0.006 100,000 - 
Balence a0.at July 31, 1968... 5 cccwcndectocceccidnesvcs idan ens 5,433,674 

Shares issued under stock purchase plan. ms it, a 

Shares issued under stock option plans..... wee 2,915 

Shares issued upon conversion of debentures...... weeacseetasas 25,997 29,070 
Diliek ink Pile OE MN no isa seecoinccescctcnnicsvies 5,462,744 

Shares issued under stock purchase plan........eecseecceeeees 812 

Shares issued under stock option plans..........ccceceecceeees 7,266 

Shares issued upon exercise of warrants........... Nee eee apees 12,769 20,847 
POO OO BE TONE Bhs BIE on 5 ods on no osi sb iceee cs ccses. awaits $5,483,591 

Shares issued under stock purchase plan. . cee 1,246 

Shares issued in pooling interests—Note A*................ 225,522 226,768 
Balance as at April 30, 1971...........eeeees pease eauees cohen 5,710,359 


* Tocluding 2,566 shares for options exercised during the year by employees of acquired 


y prior to acquisition. Be a ck 


On Juiy 9, 1970, the Company adopted a r=w non-qualified stock option plan for key employees of 
the Company and its subsidiaries for up to 400,000 shares (increased subject to stockholders’ approval 
to 550,000 shares on June 30, 1971). For each unexercised quz"ified stock option (and ‘unexercised 
non-qualified option in the case of foreign employees) outstanding on July 9, 1970, the Company 
granted a non-qualified option at $23.00 per share (market price) under the new plan. In connection 
with the adoption of the new plan the qualified stock option plans (and non-qualified stock option plan 
in the case of foreign employees) in existence at July 9, 1970 were terminated, except for the options 
covering 177,600 shares which were outstanding thereunder at July 9, 1970. The new options, in effect, 
provide that the exercise of an option under either plan will cancel the equivalent options held by the 
optionee under the other plan in respect to the exercised options. In addition to such grants of 
options for 177,600 shares, the Company also granted options for 103,450 shares at $23.00 per share 
(market price) during July 1970 (aggregate option and market price of the 281,050 shares granted in - 


July 1970 is $6,464,150) and options for 700 shares were cancelled during July 1970. During fiscal 1971-- - 


options for 34,050 shares were granted at prices ranging from $23.00 to $30.00 per siare (aggregate 
$891,700) and options for 16,750 shares were cancelled. As at Aprii 30, 1971, options for 102,350 shares 
were ava’ le for future grants. The option price may not be less than 75% of the fair market value on 
the datr ranting the option (grants at less than 100% of such fair market value require the approval of 
the Cotnpany’s Board of Directors). Options become exercisable, at various percentages, cumulatively 
from one to five years <fter the date of grant and may be exercised up to 10 years after the date of grant, 
when such options expire. No options were exercisable nor were any options exercised during fiscal 
periods 1970 and 1971. 2 
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Tae following information relates to the new non-qualified stock option plan: 


Number Option Price Market Price 
“: * Se eee 
Shares Per Share Total Per Share Total 
(At Date of Grant) 
outstanding at April 30, 
1971, granted during: 

BIPD acnccsctecoscecccccees 264,700 $23.00 $6,088,100 $23.00 $6,088,100 

WUNS eaccidcdsccosavnmacenes 32,950 $23.00 to $30.00 865,525 $23.00 to $30.00 865,525 
297,650 $6,953,625 $6,953,625 


Options outstanding at July 31, 
1970, granted in 1970......... 280,350 $23.00 $6,448,050 $23.00 $6,448,050 

Options for 169,880 shares were granted in fiscal 1968 at prices ranging from $49.25 to $102.13 
(aggregate $14,554,532), options for 69,100 shares were granted in fiscal 1969 at prices ranging from 
$61.63 to $87.59 (aggregate $5,109,035) and options for 54,400 shares were granted in fiscal 1970 at prices 
ranging from $56.25 to $77.63 per share (aggregate $3,382,203). These options were granted under 
qualified Stock Option Plans adopted during the fiscal years 1965 (240,000 shares) and 1968 (200,000 
shares) or were non-qualified options for foreign employees ; these qualified and non-qualified Stock Option 
Pians were terminated, except for the outstanding options thercunder at July 9, 1970, by the adoption of 
the new non-qualified plan described above. The following information relates to the abovementioned 
qualified and non-qualified plans, 

Qualified plans for key employees of the Company under which options are exercisable during a period 
beginning one year and ending five years after the date of grant: 


pe Option Price Market Price 
Shares Per Share* Total Per Share Total 
dt a Te ~~ (At Date of Grant) 
as at April 30, 
1971, 
Fiscal year ended in 
BET. chvasdeeseace Seon eoaban 350 $25.62S $ 8969 $25.62S $ 8969 
WHER Nevcnseccsessdvcescsees 62,000 $51.00 to $102,125 $,055,987 $51.00 to $102,125 5,055,987 
TOD escccscccvccsccccessece 41,250 61.625to 87.685 3,018,989 61625 to 87.685 3,018,989 
WO ccvccccccccoscccscescce 43,000 S62St0 77.625 2,612,527 S625 to 77.625 2,612,827 
WHE cccocccccccccvcccccccce None* 
146,600 $10,696,472 $10,696,472 
Options outs ep Bod as at o ay 31, 
Fiscal year ended ag 
TF sccccsesecoccsescs ovece 380 $23.62S $ 8969 $28.62 $ 8969 
WEB acciccccscccscsccecccss 68,000 . $51.00 to $102.125 $,618,112 $51.00 to $102,125 5,618,112 
WED. coccccccceccececcccese ° 42,00 61.625to 87.685 3,118,413 61.62$to 87.685 3118413 
WD  cevcccccevenscccccccses 46,200 S625 to 77.625 2,813,088 $6.2S to 77.625 2,815,088 
157,050 $11,558, S82 $11,558,s82 
— “ —_~ ——_ 
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Wanber Option Price Market Price 
Shares Per Share* ‘Total Per Share Total 
Options (other than cancelled op- a —_—_— 
tions) which became exercis- 
able during : (At Date First Exercisable) 
Fiscal year ended in 
19GB vcccccccccerscecceesee® 2,500 $10.25 to$ 25.625 $ 56,537 $53.00 to$ 79.50 $ 167,600 
19GD ncccncceccccccersoeere® 4048 $1.00 to 102.125 3,150,973 63.00 to 89.656 3,001,132 
19TO cccccccccccccceccesoess 22,450 61.625 to 102.125 1,851,269 20837 to 83.375 1,074,250 
IGT ccccccocccccccccssoorrs 18,499 $6.2S to 102.125 1,218,099 1925 to 3775 608,714 
Options exercised during (At Date of Exercise) 
Fiscal year ended in 
19GB .ccvevecccerecseesseee® 73,416 $ A17to$ 25625 $ 83,207 $49.00 to $107,375 $ 5,921,590 
19GD .cecccccccccsscesesres® 1280 4125to 25.625 6,231 66.62Sto 71.75 83,537 
19TO ccveecccccrcccsecsrese® 800 2.625 20,500 38.87S5to 83.937 40,112 
IGT1 wncccccsccccncrocceoer® None* = - 


*Refer to the third paragraph of this Note for information regarding the new non-qualified stock option plan. 
Options for 11,000 shares (1968), $3,400 shares (1969), 49,830 shares (1970) and 10,450 (1971) shares were cancelled. 

Non-qualified plans for employees of the Company's foreign operations under which options are 
carreuly seercisable and expire five years after the date of EFAs 


Henne Option Price Market Price 
Shares Per Share* Total Per Share Total 
Onions outtanding og: en (At Date of Grant) 
Fiscal year ended in 
WOGT coccccccccccccccosoore® oo $37.00 $ 2m $37.00 $ 220 
1QGB cevccccerececsrecnoeer® 9,400 $2 to$ 92.00 685,375 $49.75 to$ 93.50 692,237 
19@D weccccccccccnccccsooee® 7300 7325 10 78.50 596,550 7325 to 79.00 $98,950 
1970 ccecccccceccenrerenere® 1,750 $625 to 7681 128,997 56.25 to 7681 128,997 
i) eee eoccee None* 
Onions xtstandiog gy 
Fiscal year ended in: 
1967 ..-+- goonencceneerorers _ $37.00 $ 2220 $37.00 $ 220 
19GB rccoccccccccerseees geee 9,400 YZ to $ 92.00 685,375 $9.75 wo$ 93.50 692,238 
i ee ecccee . 8,000 73.25 to 85.0" 613,550 7325 to 87.688 616,488 
WOO cavecccccnercncnsooser® 1850 %25 wo 768i 134,623 56.25 to 7681 134,623 
19,850 $ 1,455,748 $ 1,465,549 


SSS TET AS ae ee i 
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Number Option Price ___Market Price __ 
Shares =» Per Share® =Total PerShare =Total 
Options (other than cancelled 
options) which became exer- 
cisable during: (At Date First Exercisable) 
Fiscal year ended in 
WEED vccccseccestscoacee eoee 24,000 $31.00 to$ 92.00 $ 1,223,475 $79.50 $ 1,908,000 
WOOP -cvesusscanscdcuucenstne 8,000 7325 to 85.00 613,550 $73.25 to$ 87.688 616,487 
FID \ncchenncénasansedeccees 1,850 5625 to 7681 134,673 56.25 to 7681 134,623 
Options exercised during: (At Date of Exercise) 
Fiscal year ended in: 
TOD Seevacecsetounesscuctec 11,534 $15.00 to$ 4925 $ 307,260 $78.00 to$ 93.50 $ 64,902 
BEEP Gscdeeetenesvaa .dsvnee 400 37.00 14,800 71.78 to 7425 28,950 
FOP: cows educesesceventeckin 5,200 31.00 to 6650 233,400 69.75 to 78.375 394,150 
SUPE: sgas v dbase hisen tek ceveges None* 


* Refer to the third paragraph of this Note for information regarding the new non-qualified stock option plan. 
Options for 200 shares (1970) and 300 shares (1971) were cancelled. 


On October 20, 1967, the Company assumed outstanding restricted stock options covering 14,224 
shares of its Common Stock at prices of $10.21 and $17.82 per share (aggregate $241,209) ; market prices 
at dates of grant were $10.75 and $18.75 (aggregate $253,900). At April 30, 1971 and July 31, 1970, 
options for 1,666 shares were outstanding at a price of $17.82 per share (aggregate $29,688) ; market 
price at date of grant was $18.75 per share (aggregate $31,238). Options were exercised for 9,222 
shares (October 20, 1967 to July 31, 1968), 1,265 shares (1969) and 1,266 shares (1970) at the above 
option prices for a total consideration of $197,195 ; the market prices at the dates of exercise ranged from 
$63.50 to $99.00 per share (aggregate $938,625). Options for 805 shares were cancelled (1969) and are 
not reissuable. 


Under the ished Stock Purchase Plan, adopted during fiscal 1969, 158 shares (1969), 812 shares 
(1970) and 1,246 shares (1971) were issued; subscriptions for 26,939 shares and 36,936 shares of 
Common Stock were outstanding at April 30, 1971 and July 31, 1970, respectively; 120,845 shares were 
available at April 30, 1971 for future grants under the plan. 


During October 1967, 3,334 shares were purchased by a key employee of the Company’s foreign 
operations at $15.00 per share. The market value of such shares on the date of the agreement was $31.00 
per share. The Company has amortized the excess of the aforementioned market value over the purchase 
price during a three-year period which began in May 1967, which approximated the term of his employ- 
ment contract. 

There were no charges to income in connection with stock options except as noted in the preceding 
paragraph. 


Upon exercise of stock options, the Company credits the Common Stock account with the par value 
of shares issued therefor and credits Capital in Excess of Par Value with the excess of proceeds over such 
par value. 
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In accordance with the Agreement and Plan of Merger effective April 30, 1971, a subsidiary of the 
Company assumed all outstanding qualified stock options of Atron Corporation. Options covering 5,943 
shares of the Company’s Common Stock were outstanding at April 30, 1971 at option prices (market) 
ranging from $8.00 to $60.00 per share (aggregate $135,002). During the period ended April 30, 1971, 
shares equivalent to 2,566 shares of the Company's Common Stock were issued under the plan for a total 
consideration of $20,534; the market prices of the Company's Common Stock at dates of exercise ranged 
from $24.375 to $40.625 per share (aggregate $91,346). In addition, warrants initially issued by Atron 
(similarly assume!) to purchase an aggregate of 42,500 shares (warrants to purchase 37,300 shares are 
exercisable to January 1975; warrants to purchase 5,000 shares are exercisable to September 1977) of 
Continon Stock at srices ranging from $25.00 to $68.00 per share were outstanding as at April 30, 1971. 


At April 30, 19.71, §97,893 shares of Common Stock were reserved for the stock option and purchase 
plans and warrants asd 533,805 shares for conversion of convertible debentures. 


Note J—Contingencies. Commitments and Other Comments: 


The Company has entered into a Plan of Merger with Colorado Instruments, Inc. (Colorado), sub- 
ject to approval by the Colorado stockholders. Under the terms of the Plan (which merger will be 
accounted for on a purchase basis), each share of Colorado stock will be exchanged for one-ninth of a 
share of the Company’s Common Stock. As at May 31, 1971, there were 570,660 shares of Colorado 
stock outstanding plus warrants and stock options. For the twelve months ended May 31, 1971, the 
estimated loss of Colorado before income taxes was $1,026,000 and the estimated net loss after income 
taxes was $1,000,000. For the three months ended May 31, 1971, the estimated net loss was $199,000. 
The above financial data of Colorado are based upon unaudited statements as of May 31, 1971. 


Annual rentals of real property aggregated approximately $1,500,000 at April 30, 1971. 


Management is of the opinion that adjustments, if any, of sales subject to the Renegotiation Act of 
1951 will have no material effect on the financial statements. 


1 a 


There were no managemen 
Provisions for doubtful accounts for the fiscal periods ended in 1968, 1969, 1970 and 1971 amounted to 
— yy ote ,000, $775,009 and $1,055,000, respectively. In addition see Note (h) to the Consolidated 
Statement 
The fiscal period ended in 1971 relates to the nine months ended April 30, 1971—see Note A. 
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Note K—Supplementary Profit and Loss inomateet 


Item and Service(a) 


Maintenance and repairs(b): 
Fiscal periods ended in: 


PN cis deeh ark raseweccccouwut $ 255 
PU Sbcinavecesbasedcesiavesvnats 191 
coe seca NOERA SIGN Rae Pete aap co oe 415 
BEE es oticisskt Weabaapes baeceaaned 244 
Depreciation and amortization: 
Fiscal periods ended in: 

RE Gienccctasisecdec<asaueraswee 3,114 
PCG SG Va ceed series raetesceornxen 5, 
MP ceri cpvebrteccceteracseccees 9,748 
FOR arcknvebekenesueassoaseensee 10468 

Taxes, other than ir.come taxes— 
principally payroll taxes : 
Fiscal periods ended in: 
BD paced nae evesdeesscss vbesennus 953 
RE di beviccavescecess ppiach sige bebe 1,073 
TEE Sica eae tare eeeeseece eases 1,781 
FUME s Usisersdadensaencekecasssntes 1,043 
Rents—premises and equipment: 
Fiscal periods ended in: 

PEE dwandicnvaabecudencteancene r $72 
TOP so bases Pikakntse ok bikes woe 457 
MP x cncdtoa. Vakeees tee ie Pie Pets 426 
SEED sicscestisasensebicsetee pene 

Royalties: 
Fiscal periods ended in 
MR ccccsekccacecrsenesesccas vane 
BOE cckod (div ieeieeeeetetecectens 
SN 56355 sae ereesetaeneseaes 
DOPE Seb cs cacen vancseweeveweneves 


t and service contract fees. 


(a) cera tat are pdb gerne charged to rental machines. The Company’s accounting 
records do not segregate amounts charged to such equipment. 
(b) Exc’=des costs of maintaining rental machines as such service is billed to customers 


pursuant to contracts. 


(c) Restated in connection with change in accounting policy. See Note (b) to the 


Consolidated Statement of Income. 


d) Includes for icle machines of , which to cost of 
(d) a $600,000, was charged 
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PART ll 


INFORMATION NOT REQUIRED IN PROSPECTUS 


Item 22. Market Arrangements. 
None. 


Item 23. Other Expenses of Registration and Distribution. 


The following table sets forth the estimated expenses, all of which will be borne by the 
Registrant in connection with the registration and distribution of the securities being registered: 


PUN 6 3h se chd chee saawad ua denen ius haw eck $ 3,576 
SEP ESSE Ta pea Dh ee NAPE A ae 10,000 
ME PR Bei sav cascesdeaceoneesebenleciie.niskock. 7,500 
SI MOOD 5 wsvscccdc ocd ddlanclil doce si pcwacccs 7,000 
Biue Shy Poesand Expemees .......scccscccccccccecccececceces 1,000 
I eos eke ocak ein css te becee ook, duvbactncescne 924 

Becca NE EH ee MOL ity LIME OEE RON Fa $30,000 


Item 24. Relationship with Registrant of Experts Named in Registration Statement. 
None. 


Item 25. Sales to Special Parties. 
Referer.ce is made to “1970 Stock Option Plan” and “Other Stock Options.” 


Item 26. Recent Sales of Unregistered Securities. 


Pursuant to an Agreement and Plan of Merger, dated 2s of March 12, 1971, between a subsidiary 
of the Registrant and Atron Corporation, the Registrant issued an aggregate of 225,522 shares of its 
Common Stock. Such issuance was exempt from the registration provisions of the Securities Act of 
1933, as amended, because under the provisions of Rule 133 promulgated thereunder such issuance did 
not involve any “sale,” “offer,” “offer to sell” or “offer for sale” within the meaning of Section 2 of 
such Act. 


Item 27. Subsidiaries of Registrant. 

The following are presently all the subsidiaries of the Registrant, are included in the consolidated 
financial statements of the Registrant contained in the Prospectus (except as noted below) and 100% 
of the voting securities thereof are owned directly or indirectly by the Registrant : 


State or other 
of 
Name 
POR IM Gece en Cetocie ss cuuoae esate AP ESE ere re Delaware 
*Colorado Instruments-Delaware, Inc. ........ Sebdectes SEbnarevecsacbence Delaware 
PROUT Sd da ge oe eben ian eeeae oi Kenets New York 
“Ieopressed Products Corporation ......02.ccccccccccccccccccsuceccocces California 
Mohawk Data Sciences-Canada Limited 2... 2.0.0.0... cc cccceccecceuce Canada 
MDS Capital Corporation ...........ccccccccucs dvanese phase «e+. Delaware 
MDS-International, Inc. ....... ne eaeaiee sedaraeeseen Loabenweuas eseeeses Delaware 
MDS-Belgium, S. A. ........... peteboewas csacdeneswusenees éceevns Belgium 
i Me oo ERE EEA AEDES RAR Mie pe sitkenapes beanceenes te ke Denmark 
MOR Ma as ined oeacee bes keckcksotes ka AER EA AR France 
MDS Deutschland GmbH ...........ccccccccccce Rees Dein cate suep as Germany 
MDS-Data Processing Limited ......... bp ebieetee otale coos’ pease see. Great Britain 
Prudential House-Data Processing Limited .............0.eceee eosseees Great Britain 
MDS Equipment Limited ........ od beEeE eels ee eebusese eer kane Great Britain 
Limited ....... CROETOCS COON ce neesESsebeeobecseesececcceses. NEE 
M.DS. Italia S.p.A. ........ RUMASIRDDD SOMES REREC ES BCS 1 CCb Cet neeae Italy 
MDS Nederland N. V. Or Pr Peres Peres Peer Hee qee bake Netherlands 
MERMOOIE BS ee ee ck cecditesccnchewbceaxecens (eeencaceuede Switzerland 


* Such subsidiaries are not included in the conso™ lated financial statements included in the 
as they were either formed or acquired subsequent to April 30, 1971. 
Item 28. Franchises and Concessions. 
None. 
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“Item 29. Indemnification of Directors and Officers. 

Under the New York Business Corporation Law, a corporation may indemnify any person made a 
party to an action by or in the right of the corporation or any of its subsidiaries to procure a judgment in 
its favor by rezson of the fact that he, his testator or intestate is or was a director or officer of the corpo- 
ration or any of its subsidiaries, against the reasonable expenses, including attorneys’ fces, actually and 
necessarily incurred by him ia connection with the defense of su:h action, or in connection with an appeal 
therein, except in relation to matters as to which such director or officer is adjudged to have breached 
his duty to the corporation or any of its subsidiaries. The ind«mnification does not include (i) amounts 
paid in settling or otherwise dispusing of a threatened or pending action with or without court approval, 
or (ii) expenses incurred in deiending a threatened or pending action which is settled or otherwise dis- 

j posed of without court approval. In addition, the corporation may indemnify any person made or 
* threatened to be made a party to an action or proceeding other than one by or in the right of the 
corporation or any of its subsidiaries to procure a judgment in its favor, whether civil or criminal, includ- 
ing an action by or in the right of any other corporation of any type or kind, domestic or foreign, which 
any director or officer of the corporation or any of its subsidiaries served in any capacity at the request of the 
corporation or any of its subsidiaries, by reason of the fact that he, his testator or intestate was a director 
or officer of the corporation or any of its subsidiaries or served such other corporation in any capacity, 
against judgments, fines, amounts paid in settlement and reasonable expenses, including attorneys’ fees, 
® actually and necessarily incurred as a result of such action or proceeding, or any appeal thercin, if such 
officer or director acted, in good faith, for a purpose which he reasonably believed to be in the best interest 
of the corporation or any of its subsidiaries and, in criminal actions or proceedings, in addition, had no 
reasonable cause to believe that his conduct was unlawful. The termination of any such civil or criminal 
action or proceeding by judgment, settlement, conviction or upon a plea of nolo contendere, or its equiva- 
lent, does nox of itself create a presumption that any such director or officer did not act, in good faith, for 
e a purpose which he reasonably believed to be in the best interest of the corporation or any of its subsidi- 
aries or that he had reasonable cause to believe that his conduct was unlawful. 


Insofar as indemnification by the Registrant for liabilities arising under the Securities Act of 1933 
may be permitted to directors, officers and controlling persons of the Registrant pursuant to the foregoing 
provisions, or otherwise, the Registrant has been advised that in the opinion of the Securities and Exchange 
Commission such indemnification is against public policy as expressed in the Act and is, therefore, unen- 
forcecble. In the event that a claim for indemnification against such liabilities (other than the payment 

e by the Registrant c. .xpenses incurred or paid by a director, officer or controlling person of the Registrant 
in the successful defense of any action, suit or proceeding) is asserted by any such director, officer or 
controlling person in connection with the securities being registered, the Registrant will, unless in the 
opinion of its counsel the matter has been settled by controlling precedent, submit to a court of appropriate 
jurisdiction the question of whether such indemnification of such director, officer or controlling person is 
against public policy as expressed in said Act and will be governed by the final adjudication of such issue. 


S Item 30. Treatment of Proceeds from Stock being Registered. 

In the event of the issuance of any shares of the Registrant’s Common Stock covered hereby, an 
amount equal to 10¢ per share will be credited to the Common Stock account and the balance of the 
exercise or conversion price will be credited to the Captial in Excess of Par Value account. 


Item 31. Financial Statements and Exhibits. 
(a) Financial Statements and Schedules: 
@ Included in the Prospectus: . 
Report of Independent Public Accountants 
Consolidated Balance Sheets as at July 31, 1970 and April 30, 1971 
Consolidated Statement of Income for the fiscal periods ended July 31, 1966, 1967, 1968, 
1969 and 1970 and April 30, 1970 and 1971 
Consolidated Statements of Capital in Excess of Par Value and Retain~* “arnings for the 
@ . fiscal periods ended in 1966, 1967, 1968, 1969, 1970 and 1971 
Consolidated Statements of Source and Use of Working Capital for the fiscal periods ended 
in 1968, 1969, 1970 and 1971. 
Notes to Financial Statements 


Included in Part II of the Registration Statement: oe 
Schedules V, VI, VII, VIII and XIT for the year ended July 31, 1968. 
ie Schedules V, VI, VII and XII for the fiscal years ended July 31, 1969, July 31, 1970 and 
for the nine months ended April 30, 1971. 


Schedules other than those mentioned above are omitted because the conditions requiring the filing 
of those schedules do not exist, or because the required information is given in the financial state- 
ments or other schedules filed herewith, including the notes thereto. 


11-2 


— 


646 
Plaintiffs’ Exhibit 21 
Individual financial statements of the Registrant are onmited because the Registrant is primarily an 
operating company and all subsidiaries included in the consolidated financial statements filed are 
totally-hek subsidiaries, except as to indebtedness of subsidiaries amounting to $22,732,000 as at 
April 30, 1971, all of which is guaranteed by the Registrant. 


(b) Exhibits: 
1 — None 
2(a) — Agreement and Plan of Merger, dated August 16, 1967, between Registrant and 
Anelex Corporation (Exhibit A to Registrant's Current Keport on Form 8-K for 
October, 1967). 
2(b) = —Agreement and Plan of Reorganization, dated April 2, 1968, between Registrant and 


Soroban Engineering, Inc. (Exhibit A to Registrant's Current Report on Form 8-K 
for May, 1968). 


3(a) —Certificate of Incorporation of Registrant filed August 6, 1964 (Exhibit 4(a) to 
Registration No. 2-23751). 


3(b) —Certificate of Amendment of Certilicate of Incorporation of Registrant filed August 
19, 1964 (Exhibit 4(b) to Registration No. 2-23751). 


3(c) | —Certificate of Amendment of Certificate of Incorporation of Registrant filed August 
27, 1964 (Exhibit 4(c) to Registration No. 2-23751). 


3(d) | —Certificate of Amendment of Certificate of Incorporation of Registrant filed July 20, 
1965 (Exhibit 4(d) to Registration No. 2-23751). 


3(e) | —Certificate of Amendment of Certificate of Incorporation of Registrant filed August 
5, 1966 (Exhibit 3(e) to Registration No. 2-25590). 
3(f) —Certit..ate of Amendment of Certificate of Incorporation of Registrant filed January 


2, 1968 (Exhibit 3(f) to Registration No. 2-29508). ; 
3(g) | —Certificate of Amendment of Certificate of Incorporation of Registrant filed Decem- 
ber 30, 1968 (Exhibit 3(m) to Registration No. 2-29508). 
3(h) —Restated By-Laws of Registrant. 
3(i) | —Amendment to Restated By-Laws of Registrant adopted June 2, 1971. 
4(a) | —Specimen Common Stock Certificate (Exhibit 4(a) to Registration No. 2-35242). 
4(b) —Form of Common Stock Purchase Warrant originally issued by Atron Corpo- 
ration. 
4(c) —lIndenture dated as of May 1, 1969 among-MDS Capitz! Corporation, Registrant and 
Chemical Bank (Exhibit 4(c) to Registration No. 2-35242). 
4(d) | —Indenture, dated as of December 15, 1969, between ihe Company and Chemical 
Bank, as Trustee (Exhibit 4(h) to Registration No. 2-35242). 


4(e)(1) —1971 Domestic Credit Agreement dated as of February 26, 1971 among Registrant 
+ and six banks (Exhibit 1 to Registrant's Current Report on Form 8-K for February, 
1971). 


4(e) (2) —Multi-Currency Credit Agreement dated as of February 26, 1971 among Registrant 
and five banks (Exhibit 3 to Registrant's Current Report on Form 8-K for Febr::- 


ary, 1971). 


4(e)(3) — —Amendment No. 1 to Multi-Currency Creit Agreement, dated May 1, 1971, among 
Registrant and six banks (Exhibit to Registrant's Current Rep~t on Form 8-K 
for May, 1971). 


4(f) Note and Mortgage to Marine Midland Trust Company of the Mohawk Valley 
dated November 8, 1967 (Exhibit 13(d) to Registration No. 2-29508). 


4(g) —Note and Mortgage to Herkimer County Area Development Authority together with 
Assignment to New York Job Development Authority dated April 18, 1968 (Exhibit 
13(e) to Registration No. 2-29508). 

5{a) —Qualified Stock Option Plan (Exhibit 7(a) to Registration No. 2-23751). 
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—Form of Option Agreement under Qualified Stock Option Plan (1:xhibit 7(b) to 
Registration No, 2-23751). 


—Sccond Qualified Stock Option Plan (Exhibit 5(c) to Registratiun No. 2-29503). 

—Form of Option Agreement under Second Qualified Stock Option l’lan (Exhibit 
5(d) to Reyistration No. 2-29508). 

—Forms of Restricted Stock Options of Anclex Corporation assumed by Keyistrant 
(Exhibit 5(¢) to Registration No. 2-29503). 


—Employee Stock Purchase Plan (Exhibit 1-C to Registration No. 2-3066+). 


—Form of Stock Purchase Agreement under Employee Stuck Purchase Vlan (Exhibit 
2-C to Registration No. 2-30664). 

—Forms of Option Agreement between Registrant and foreign employees (Exhibit 
2-F to Registration No. 2-33894). 

—Stock Option Plan for Foreign Employees (Exhibit 5(j) to Registration No. 
2-35242). ' my 


— Form of Option Agreement under Stock Option Plan for Foreign Employees (Ex- 
hibit 2-G to Registration No. 2-35297). 


—1970 Stock Option Plan. 

—Forms of Option Agreement under 1970 Stock Option Plan. 

—Qualified Stock Option Plan of Atron Corporation. 

—Form of Option Agreement under Qualified Stock Option Plan of Atron Corpora- 
tion. 

— Opinion of Messrs. Beekman & Bogue. 

— None. 

— Not applicable. 

—No* applicable. 


— None. 


Se Ras eee 


11(a) | —Pension Plan for Employees (Exhibit 11 to Registration No. 2-35242). 
*11(b) | —Profit Sharing Retirement Plan for Employees. 


12 —Indemnification of officers and directors. (Reference is hereby made to Item 29 
hereof). 

13(a)(1) —Forms of Agreement for the Use and Maintenance of Mohawk Data Sciences Corp. 
Equipment. 


13(a)(2) —Form of Agreement for the Sale of Equipment. 
13(a) (3) —Maintenance Service Agreement for Customer-Owned Equipment. 
13(b) (1) ic dated March 14, 1966 between the Registrant and National Cash Regis- 
ter Company without Exhibits (Exhibit 13(n) to Registration No. 2-25590). 
13(b) (2) —Amendment to such Agreement, dated April 4, 1968 (Exhibit 13(f) (2) to Registra- 
+ tion No. 2-29508). 
13(b) (3) —Amendment to such Agreement, dated as of December 1, 1969 (Exhibit 13(f) (3) 
to Registration No. 2-35242). 
13(¢) | —Agreement and Plan of Reorganization, dated June 19, 1968, among Registrant, 
Ohr-Tronies, Inc. and certain stockholders thereof (Exhibit 13(h) to Registration 
No. 2-29508). 
13(4) | —Agreement, dated June 28, 1968, between Registrant and H. M. Sturms Company 
and its stockholders (Exhibit 13(i) to Registration No. 2-29508). 
13(e) | —Agreement’and Plan of Merger, dated as of March 12, 1971, between MDS-Atron, 
Inc. and Atron Corporation. 


13(f) | —Agreement and Plan of Merger, dated as of May 14, 1971, among Registrant, 
Colorado Instruments-Delaware, Inc. and Colorado Instruments, Inc. 


13(g) | —Computation of Net Income (Loss) Per Share of Common Stock. 


* Filed herewith. All other exhibits have been heretofore filed with this Registration Statement or are 
incorporated herein by reference to the exhibits to prior filings indicated in parentheses. 
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UNDERTAKINGS 


The Registrant undertakes to file such post-cffective 2nendinent or amendments to this Registration 
Statement as may be required in order that there will be continuously available, until shares of its Common 
Stock covered by this Registration Statement have been sold or removed from reyistration (the Regisizant 
hereby reserving the right to remove any such shares from registration at any time), a prospectus con- 
taining certified financial statements and other information mecting the requircment of Section 10(a)(3) 
of the Securities Act of 1933, as amen“ed; and that for the purpose of determining liabilities under said 
Act, the effective date of each such post-etfective amendment shall be deemed to be the effective date of 
this Registration Statement with respect to any shares sold after such post-effective amendment shz!l have 
become effective ; and that all such post-effective amendments filed in accordance herewith will comply with 
all applicable rules and regulations of the Securities and Exchange Commission in effect at the time of 
filing. 

The Registrant hereby undertakes for the purpose of any public offering of any of the secutius. 
regisvered hereunder (otherwise than on a national securities exchange) by any person who may be deem d 
an underwriter of such securities, prior to such public offering, to file a prospectus containing the infcorma- 
tion required by Form S-1. Every such prospectus and every prospectus which purports to mcet the 
requirements of Section 10(a) (3) of the Act will be filed as a part of an amendment to the Revistration 
Statement ard will not be used until such amendn ‘t has become effective, and the effective date of each 
such amendment shall be deemed the effective date of the Registration Statement with respect to securities 
sold after such amendment has become effective. 


The Registrant further undertakes that, if sales by the Selling Stockholders have not commenced 
within 90 days from the effective date of this Registration Statement, it will file a prospectus containing 
up’ ted information about the Registrant. Every such prospectus and every prospectus which purports 
to meet the requirer -nts of Section 10(a) (3) of the Act will be filed as a part of an amendment to the 
Registration Statement and will not be used until such amendment has become effective, and the effective 
date of each such amendment shall be deemed the effective date of the Registration Statement with respect 
to securities sold after such amendment has become effective. 
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SIGNATU 


Pursuant to the requirements of the Securities Act of 1933, the Registrant has caused this Reyistra- 
tion Statement or amendment thereto to be signed on its behalf by the undersigned, thereunto duly author- 


ized, in the Town of Herkimer and State of New York on tl 


ne 20th day of August, 1971. 


MOHAWk DATA SCIENCES CORP. 


By Ricuarp P. Rirensurcn 
(Richard P. Rifenburgh, President) 


Pursuant to the requirements of the Securities Act of 1933, this Registration Statement or Amend- 


ment thereto has been signed below by the following perso 


Signature 


Rosert Grosen 
(Robert Groben) 


Vircit E. Jounson 
(Virgil E. Johnson) 


Paut R. Jupy 
(Paul R. Judy) 


Ricnarp L. Karren 
(Richard L. Karpen) 


Loawe H. Kine 
(Lorne H. King) 


Max PHILirson 
(Max Philipson) 


Ricuagp P. Rirensurca 
(Richard P. Rifenburgh) 
Tusovore D. Rostnson 
(Theodore D. Robinson) 


Heasert Rots, Je 
(Herbert Roth, Jr.) 


Paraicx B. Sits 
(Patrick Fi. Smith) 


Orro Strtz 
(Otto Stitz) 


Wayne Wetts 
(Wayne Wells) 


Title 


ns in the capacities and on the dates indicated. 


Date 


August 20, 1971 


August 20, 1971 


August 20, 1971 


August 20, 1971 


August 20, 1971 


August 20, 1971 


August 20, 1971 


August 20, 1971 


August 20, 1971 
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CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS 


Mohawk Data Sciences Corp. 
Herkimer, New York 


We consent to the use in this Registration Statement of our report included therein dated July 14, 
1971 relating to the consolidated financial statements of Mohawk Data Sciences Corp. and subsidiaries. 
Also we authorize the application of that report to the related schedules of Mohawk Data Sciences Corp. 
and subsidiaries included in this Registration Statement, as set forth in Item 31(a) herein. 


We consent also to the references to our firm uuder the captions “Consolidated Statement of Incony:’ 
and “Experts” in the Prospectus included in this Registration Statement. 


S. D. LEIDESDORF & CO. 


\ 
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FOR: HOUAWK DATA SCIENCES CORP. (AYSE) 
FRO: Ronald F. lengen 
uejan and liengen, Inc. 


One Wew York Plaza, Jew York 
(212) 425-0940 


FOR IMiCDIATE RELLASE 


HOHAWK DATA REPORTS ORDERS FOR WEY SYSTZit, ANiTOUNCLD 


IN LATE FLORUARY, REACH $9.3 MILLIOW 


Company Also Announces Latest Addition to System 2400 Line; 

Entry into ape Drive ilarket; expansion oF gank Lines; 

Change in Fiscal Year; termination of ‘third Party Sales; 

and Otaer .latters 

AING OF PRUSSIA, PA., ilay 4, 1971 -~ ‘iohawk Data Sciences 

Corp., manufacturer and marketer of data processing equipment, estimates 
that it: backlog of end user orders at April 30, 1971 reached an all- 
time high due largely to the favorable customer reception of che new 
Peripheral Pre:essing System 2400, Richard P. Rifenburgh, President, 


told a group of security analysts here today. The System 2400 features 


* a high performance peripheral processor interfaced with a broad range 


of peripheral equipment, most of which are manufactured by “IDS. 

The chief executive said that Mohawk Data Sciences had > 
experienced a significant turnaround in domestic end user orders and 
deliveries of alnost all equipwent lines, with rental shipments in 
April .4,. higher than at any time since December 1969. “As is always 
the case in the end user rental business, this acceleration in activity 
will be reflected in revenues only gradually until the new placements 
have been out for some time,“ he cautioned. 


Hr Rifenburgh pointed out that the majority of System 2400 


orders receiv) °> Cate are ..owered by three and five year leases. He 
also noted tiat .°) °*.3 million of System 2400 orders include bookings 
tor the Sysuvn ob.i- o early version of the new system configured as 

an off-line ¢:.yramee).c print station which has been delivered to ‘ 


we 


customers since Hay, 1970. 


June 5 1773 


PI's Exhibit Sec 
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. HDS announced the release of the second of an anticipated 


five groups o* the System 2400, and its entry into the IJil plug- 
compatible tape drive market. As a result of the consummation of the 


Atron Corporation merger, the Company also announced a Programmable 
Dedicated Terminal, which will be a @irect replacement for terminals 
of other major computer manufacturers, including the IBii Model 2780. 

The “Group II“ System 2400 release covers a 760 line-per- 
minute printer, an 800/1600 b,p-i. switchable tape drive, a 200 card- 
per-minute punch, paper tape equipment, and five software packages - 
an RPG-2 and four communications packages. In‘tial deliveries of the 
Iza replacement drives will commence later this year under a program 
featuring long term leases, conservative depreciation practices, and 
= interchangeability with tape units used in the System 2400. 

ix. Rifenburgh further stated that HDS would change its fisca! 
year-end, a natter under consideration for several years, from July 31 
to April 34. “Apart from the difficulties ad inconvenience associated 
with a July 3lst accounting,” he said, “suck a change is now propitious 
because of the requir.d inclusion of financial data from the recently 
merged Atron Corporation and for the forthcmming Colorado Instruments 
merger. ‘Yhe importance of the System 2400 ta the future of the Company 
also makes it desirable to start a new fiscrl year when initial deliver 
ies will be made,“ he pointed out. 

The merger with Atron Corporation was completed on April 30, 

3971, as scheduled. The Company expects the acquisition of Colorado 
> Instruments to be finalized around June 1st on a “purchase” basis. 

Variovs accounting matters are beng reviewed in connection 
with the chance in the fiscal vent, Mr. Rifmburgh noted, such as the 
establishment of reservos for idle Model 1120: DATA-RECORDERS, receiv- 
ables, inventories and the accounting treatent for past sales to third 


party lessors, a program which is being diswntinued. “It is premature 


at this time,” he said, “to indicate the effect that any or all such 


( ; accounting adjustments may have on earnings for the revised fiscal year 


just ended.” 


. oe 6 
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Mr. Rifenburgh also noted that iDS's bank lines of $50 
million negotiated late last February had been expanded to $55 million 
thro ‘h inclusion of another bank in the Multi-Currency Credit Agrec- 
ment. The additional $5 million under this Agreement, which makes 
funds available to DS's international subsidiaries, will be available 
in local currencies, bringing total foreign credit lines to $28 million.) 

The Company has applied a significant amount of its manpower 

< and financial resources to the System 2400 hardware and software develo 


ment programs and in the expansion and upgrading of its 1500~-man market-) 


ing organization. “Related developmest and marketing costs expensed 


in the recently completed fiscal year have impacted earnings signifi- 


° cantly at a time when sales and rental revenues, were being affected by 
recessionary conditions in the U.S. The initial reception accorded 
the System 2400," Hr. Rifenburgh stated, “is indicative of the wisdom | 
* of that investment.” . . | 
“The Company's future,” he concluded, "has never appeared | 
% brighter. An upturn in domestic business has definitely occurred, | 
and we see no change in MDS's strong position in the international 
@ ‘data processing market.“ ; 
e ‘ 


me es bee 


1 @ . ; 
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& : a -ing equipment and is based in Herkimer, N.Y. 
Proceeds will be used for general business It originally reported net income of $6.4 million, 


! 
iy, ere 2 my purposes, and by Eurorean subsidiaries in fi- | or $1.17 a share, for the nine months ended 
iMohawk Data Sciences nancing the renini of computer peripheral | April 30, 1970. However, these figures will be 


t 

; - , equipment, he added. . |adjusted to reflect the accounting changes and 
\Ag rees to Ruy Atcgy Present borrowings of $16.1 million will ba. ;other factors. , : ; 
: 


aes ty Agia the two agreements, the | Mr. Rifenburgh said that in connection with 

‘ compa’ ‘ the change in-fiscal period, the company is re- 

Hy « WALL StauEt JOURNAL Sin ff Reporter Sines peal n see x Aer ees Grong jewing various 4 : 

y : bo ccounting matters, includl 

! HERKIMER, N.¥.~Mohawk Data Sciences | MoniwK OATe screncds® 91] cent co! lithe sotabitihonent of re Hh for tale Mode ‘i 
{ maker of ripheral equipment ‘for Quer Jon ais = 197" wo fo six cents & . ng 
Com. maker o Lge ce a aoteak: She c0rMd sss Ro $20] (rts a unere | |1100 Data-Recorders, accounts receivable, in- 

compulers, announced an ag P af le yee} sists of @ toss |ventories and a change in account.ng treat- 


Net income . 1,080,000 t 
= poe gene ot Corp. for stock valued at} 6 mo sw .. 0 070 operations ol, iment for paat-sales of equipment to third-party 
. cali eer angles income .... 2,345,000 3,810,000 Credits. teasing companies. Mohawk Data Scicnces has 
Atron makes controllers for peripheral| Spec cred .. }25,000 | 7.1.m.€.0¢ inc, [Stopped its sales to leasing companies, which 


@-Based on Incoine bef 
lion on salcs of $805,483 in the year ended last crecits. oe ce atl ne ) quarters. 


foreign currencies. ‘¢-Equal to 75 ‘ 
Sept. 30. About 90% of its sales was to Lorne seit e" yee Bag BE Mr. Wells sald accounting adjustments will 


ipment. It had a net loss of about $1.1 mils Net income’ 2,345,000 €4,088.000/ " "Year Dee 31!’ .ran ct about $1 million a quarter for seven 
' 


’ : cents @ shere. hla ag oh : 
Dele Sctences, whieh Stine commen tharee =F BD : i. val | apply back through the nine-month fiscal year. | 
prio pape terms call for Mohawk Data Sets Acquisition “The significant thing,” he said, is that the: 
The companics said proposed pany has decided it will be better to ac- 


a Data Sciences | COM 
one Mohawk Data Sciences share to be ex: HERKIMER, N.¥.~Mohawk Dave t, |count for sales to lessors as financings rather ; 


1 for cach four Atron common shares. \Corp., a maker of data-processing equipmen a 
etry eclire pow ti Mohawk Data Sciences to| said it agreed in principle to saquire Colorado ery aa contre iy would apply to pre: | 
ixsue ‘ : ; ield, Colo., 8 manu- , too. 

a total of about 225,000 shares for the Instruments Inc., of Broomfie ei tate dentan eek 


: . tion systems. 
Atron stock it doesn't own. facturer of data-collec ie yvonne pate Sci Would reduce earnings in the nine months by 10! 


2 1 
in trading on the Mew York Stock Exchange! _ Tentative terms call for Mohaten hares in cents to 22 cents a share, But, ho added, “We 
Eateny.. Monee Pat Sciences closed at $29, ay Thaw oidlgcony Pacey edt ogre one for each believe it is in the long-term? interests of the | 
° win eadition to outstanding stock, Atron has | seven common shares of Colorado Instrumente. gales.” enlarge our rental bese and od 
may be reserve -' such . 
@oulstanding warrants to buy a shares and preser nerg amanstr Pm rf employe stock options, The acquisition on, April 30 of Atron Corp... 
employe stock options to buy 33,080 shares.) 6? Coicrado Instruments. [\) AR 1 2 1971 whieh 's operating unprofitably, wili ~:80 lower 
raver r WET «nine-month earnings by “a few cents a share," 
M h | D ts S 2 ¢ Mr. Wells said. ¢ ,, 
’ . Mr. Rifenburgh said the change in year en 
a oO awk ata cience was desirable for a number of reasons, includ- 


: . : ing the acquisition of Atron and the planned 

: Corp. announced a “peripheral processor,” the Sees Accounting Shift lg 9g of Colorado Instruments Inc. ate 
System 2400, for use wilh computers. MA... hs ! 
The system is designed to handle concurrent ‘Lowe! Ing 9-Month Net He announced baregeny: 4 es the nee 

j input and output operations for a seu Pe 3 ' , — for the pure! rag ste — 24 Ava ong 
consists of a control center that supervises 1s- been revised share . 
sociated meagnetic-tape and magnetic-disk Stiarp Drop “Iixpected as Concern struments for one share of Mohawk Data Sci- 


dats-sto units. .  sapulating-card i ences. Previously, the ratio was seven shares 
camees and pT ometany ee equip- Changes Year-End to April 80;]ot Colorado Instruments for one of Mohawk 


IMohawk Data Announces . 
Processor for Computers 
' HERKIMER. N.Y.-Mohawk Data Sciences 


ment. ~ 4 . Data Sciences. » 
First oliver eeePuke BAM Lee scheduled Reserves Will Be — 
for July. Depending on the number and variety MAY 71 
se ge Lepnngeone hee associated er ayes By a WALL StauBT JOURNAL Staff Reporter 
enter, Dats Sciences sale, NEW YORK—Mohawk.Data Sciences Corp. . 
prices for the systems range from $700 to $2,000! plans to establish reserves and change ac- - 
& month. : __ feounting procedures, with the effect of sharply 


: F “== reducing earnings in the nine months ended’ 
-@ Mohawk Data Sciences Gets |Aprit 30, Wayne Wells, oo executive vice presi- 
250) Milli Cr lit A ‘d dent, said in an interview. : 
$50 Million Credit Accords ‘The actions are being tnken as the company 
| 


NEW YORK—Mohawk Data Sciences Corp. alters its fiscal year to end on April 30 instead 
said it signed two revolwing credit sments|ol July 31, Richard P. Rifenburgh, president, 
totaling $50 million. ih L BT. told a group of securities analysts in King of 

One involves # three-year, §27 million line of Prussia, Pa. 

@ eredit with a group headed by Marine Midland Eurnings in the nine-month “fiscal ycar" 
, @ Bank of Western New York. ended last week “will undoubtedly be less” - 
The other in a five-year, $23 million multl: than the $2.3 million, or 43 cents a common ' ; "i 
_cenrrency eredit agreement with a group of share, earned in (he abe monte eile last Jan, 
Arsen tecte Beeston Menetoat fey Mtent Netto ng, Ate, Wertte mtel, Him mntet, Cieninie, tet the | 
Eeanete oot O'taberenguen. COE Utehon eunaneetennl, GAM avetltione te qiconateten’t comtteremtee meveeteggas fot the Ayprlt Mi per 
availoble in Vartoun Kaen eticrencles ail) plent, s 


$1) sitilion in Boredotlara, | ; 
The Herkimer, N.Y., data proceaning equip. Mohawk Data Sciences makes data:procesy Ju 4 é S) / q 7 3 ae 


ment will intereat rater 0.5 : - 

weonee pelea veo the prime rate poly he : PIF' S$ é xhibit 

tle credit, 1.25 A ahove the quated Tandon i : Lite! 
vata on Vilvatolaay, swt a pee Intet tate ra @ 2 wor /dente a 
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Minutes of a Regular Meeting 


of the 
Board of Directors 
’ oO f£ 


MOHAWK DATA SCIENCES CORP. : a 
“Held June 30, 1971 

A regular meeting of the Board of Directors was held at the offices 
of the Corporation, Palisade Street, Herkimer, New York at 11:00 A.M. on 
_June 30, 1971. 

There were present: 

Messrs.: Robert Groben 
V. E. Johnson 
Paul R. Judy 
Richard L. Karpen 
Lorne H. King 
Max Philipson 
R. P. Rifenburgh 
Theodore Robinson 
Patrick B. Smith 
Wayne Wells 

constituting a majority of the Directors and a quorum. 

Mr. Philip J. Ablove, Secretary of the Corporation, attended the 
meeting by inv...ation. 

Mr. Johnson, Chairman oi the Boari, presided, and Mr. Ablove kept the 
record of the meeting. Mr. Ablove stated that he had duly mailed the Notice of 
Meeting to all Directors. 

The minutes of the regular meeting of the Board held on March 2, 1971 
we proved as distributed. 

‘\v@ Chairman stated that the first matter to come before the meeting 
was a cus ort Srom the President. Mr. Rifenburgh revaewed the present status 


of the Corporation's business and analyzed various aspects thereof, utilizing 


>? 
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graphic presentations. He; alac reviewed the present distributor organization 
and explained the discadietenite plans to assume the marketing functions in 
certain countries in which there were presently distributors. Mr. Rifenburgh 
reported on the difficulties the Sithenetste was experiencing in obtaining 
sufficient manufacturing space and the steps being taken to alleviate the 
problem. In ehdcntinieh te reviewed negotiations being conducted with 
officials of Mohawk davttnes and Oneida Couity to determine whether the Corporatio 
would be able t-» utilize the office space which Mohawk Airlines presently 
occupied at the Oneida County Airport. 

Mr. Wells gave the financial report. He stated that the year-end 
audit was still in process and that operating income before certain adjust- 
ments would be entbnitnately $3.7 million. He simmarized for the Directors. 
possible adjustm ments in the aggregate amount o. apprc :‘mately $5.8 million, 
which were then iieibind: Mr. Wells repor.ced that, since the Corporation would 


have. a net loss for the year, there would be no c :ribution to the Profit 


i Plat » ae, hers oat ; ae ee ; See 
Shar ng Plan rege rath eae 
Mr. Wells ‘also distributed to the Directors a preliminary forecast ue 
for ‘revenues ‘awe. thin Corporation’ s 1972 fiscal. year as compared with 7 


the 12 months ending April 30, 1971. There then ensued a ‘discussion regarding 
the Corporation's busine is prospects. 

Mr. Mark Koschmann thereupon entered the meeting by invitation and 
reported on the Corporation's software development program. He also ex- 


plained the use of the System 2400 as a multi-keyboard entry device. 


Tree, 
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Mr. Rifenburgh reported that the present salary freeze for all 
execu"ives would probably remain in effect for fiscal 1972. He stated that he 


would recommend to-the Stock Option Committee that options be granted under the 
197¢ Plan, bearing in mind the Salary freeze. The Directors determined that ; 
Mr. Rifenburgh, a member of the Stock Option Committee, should receive an option 
for 12,000 shares. Accordingly, after discussion and upon motion duly made, secc 
and unanimously carried, it was . 

RESOLVED, that the Stock Opticn Committee be and it hereby 

is authorized and directed at its next meeting to grant 

a stock option under the 1970 Stock Option Plan covering 

12,000 shares to Mr. Richard P. Rifenburgh. 

Mr. Ablove reported on action taken at various meetings of the Executiv 
Committee held since the last meeting of the Board, including authorization for 
the expansion of the Multi-Currency Credit Agreement: from $23,000,000 to $28,000, 
reflecting the addition of American Express International Banking Corroration wit 
2 local currency commitment of the equivalent of approximately U.S. $5,000,000, 
and the acquisition of Colorado Instruments, Inc. The actions taken at such 
meetings were unanimously ratified, confirmed and approved. te | , 

Mr. Wells reported that the Board had discussed a possible change of ti 

Corporation's fiscal year at its last meeting and that, pursuaut. to action of the 
Executive Committee, such change had been effected. After further discussion use 
upon motion duly made, seconded and unanimously carried, it was 

RESOLVED, that the action of the Executive Committee in changing 

the fiscal year of the Corporation be and it hereby is ratified, 


confirmed and approved in all respects; and further 


RESOLVED, that the fiscal year of the Corporation end on April 30 
of each year commencing with the fiscal period ending April 30, 1971. 


In connection with the change of the fiscal year, it was determined 


to change the date of the Annual Meeting of Stockholders. Acccrdingly, upon 


motion duly made, seconded and unanimously carried, it was 


nd 
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RESOLVED, that the first paragraph of Section 1 of ARTICLE I 
of the By-laws of the Corporation be and it hereby is amended ae 
in full to read as follows: 


“Section 1. Annual Meeting. The annual meeting 
of shareholders shall be held in September of each year 
on a date and at a time to be selected by the President 
or the Board of Directors at leust 25 days before such meet- 
ing or, in the event the President or the Board of Directors 
shall not make such selection at least 25 days prior to the 
following indicated date, at 10:00 A.M. on 
the second Tuesday in September of each year (if not a 
legal holiday, and if a legal holiday, then on the next 
business day), at such place within or without the State 
of New York as shall be stated in the notice of meeting. 
At such meeting, or at any special meeting in lieu of the 
annual meeting, the shareholders shall elect a board of 
directors and transact such other business as may properly 
be brought before the meeting." . 


Mr. Rifenburgh initiated discussion regarding the grant of 
options under the Corporation's Employee Stock Purchase Plan. It was suggested 
that the Executive Committee be authorized to fix the exact date for the 
issuance of options. After discussion and upon motion duly made, ionaniiea 
and unanimously carried, it was 

RESOLVED, that options be granted under the Employee 

Stock Purchase Plan on a date to be determined by the 


Executive Committee to all eligible employees on said 
date; anda 


“URTHER RESOLVED, that the Executive Committee is 

hereby authorized and empowered on behalf of this 

Board to-determine the date upon which options are to be 
granted und r the Employee Stock Purchase Plan; and 


FURTHER RESOLVED, that the Employee Stock Purchase Plan 
Committee, previously constituted by action of this Board, 

is hereby authorized and directed to effect the grant of 
options under and pursuant to said Plan on the date determined 
by the Executive Committce to all eligible employees on 

said date, including all members of said Committee. 


9 
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“The total number of shdres of Common Stock of 
the Corporation which may be sold pursuant to 

options granted under the Plan shall not exceed 
550,000 shares.";. and further 
RESOLVED, that such amendment to the 1970 Stock Option Plan Re 


be submitted to the Stockholders of this Corporation for their 
approval at their next meeting, and that such amendment shall 
be void and of no effect unless approved by the affirmative 
vote of the holders of a majority.of the outstanding shares 

of Common Stock of this Corporation prior to June 29, 1972; 
and further 


RESOLVED, that any options granted by the Stock Option Committee 

under the 1970 Stock Option Plan prior to stockholder action 

with regard to such amendment shall be granted subject to such 
approval by the Stockholders. 

Mr. Wells then discussed that status of the Corporation's Registration 


Statement on Form S-1 (No. 2-39208) covering the shares issuable upon exercise 


of options granted or to be granted under the 1970 Stock Option Plan as well 


‘ as the shares issuable upon conversion of the 5 1/2% Subordinated Guaranteed 


Debentures due 1989 of MDS Capital Corporation. He noted < “hat, following the 
consummation of the merger with Atron Corporation, the Corporation had agreed 
to register certain privately held shares with the SEC to enable the resale 
thereof by the former Atron stockholders. In addition, the ith iets 3 had 
acai to register wane privately held Atron Warrants and underlying Vommon ae 
Stock: as well as the Common Stock of the Carpor ition receivab2 Le his es exercise ip 
of Atron qualified stock options assumed by the Corporation's mmeksins as aie 
of the Atron merger. 

He stated that the Corporation proposed to file an Amendment No. 1 
to such Registration Statement to add such securities thereto and to cover 
the increase in the number of shares covered by the 1970 Plan; the latter shares 


would be de-registered if the amendment to the 1970 Plan reflecting such increase 


is not approved by the stockholders. Upon motion duly made, seconded and unani- 


mously carried, it was 
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® RESOL“”.', that the officers of this Corporation be and they 


hereby are authorized and directed to prepare and file an 
amendment or amendments to this Corporation's Registration 
Statement on Form S-l (No. 2-39208) adding to the securities 
presently proposed to be covered by such Registration 
e@ Statement (i) shares of Common Stock held by former Atron - _ * 
shareholders wh. request registration thereof, (ii) privately 
held warrants to purchase 5,000 shares of this Corporation's | 
Common Stock together with the shares of Common Stock issuable upon 
exercise thereof, (iii) 37,500 shares of Common Stock issuable 
upon exercise of the publicly held warrants issued by Atron Corpora~ 
es tion, (iv) an aggregate of 5,355. shares issuable upon exercise of © 
qualified stock options granted by Atron Corporation, and 
(v) 150,000 shares of Common Stock covered by the amendment to 
this Corpuration's 1970 Stock Option Plan. 


The meeting next considered certain matters in connection with calling 


% 
the next Annual Meeting of Stockholders. Upon motion duly made, seconded and 
unanimously carried, it was 

° RESOLVED, that the Annual Meeting of Stockholders of this 


Corporation be and the same hereby is crlled to be held at 

the General Herkimer Hotel, Herkimer, New York, at 10:00 a.m. 

on the lst day of September, 1971, to elect a Board consisting 

of twelve members and to consider and take action with respect 

to the apprr al of an amendment to the 1970 Stock Option Plan, 
e heretofore adopted by tie Board of Directors, providing’ for an 

increase in the number of shares of Common Stock of the Corpora- 

tion covered by such Plan to 550,000 shares, and the transaction 

of such other business as may properiy come before the pian. % 

and it was map HF 


e ; FURTHER RESOLVED, that the close of business on the 16th day 
of July, 1971 is hereby fixed as the record date for the 
determination of stockholders entitled to eetine of and to 
-vote at said meeting; and it as 


; FURTHER RESOLVED, that the proper officers of this Corpora- 

@ tion be and they hereby are authorized and directed to prepare 

i appropriate forms of notice of the time, place and purposes 

t | of such Annual Meeting, Proxy, Proxy Statement and other material 
related to such Annual Meeting as they may deem necessary or 
advisable and to cause such material to be filed with the 
Securities and Exchange Commission and the New York Stock Exchange 

® and to be mailed in the manner required by law to stockholders of 
the Corporation of record at the close of business on July 16, 
1971; and it was. 


: FURTHER RESOLVED, that the proper officers of this Corporation 
e be and they hereby are authorized and directed to do and perform 
all such other acts and things as they may deem uecessary or 


3 # # # 
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FOR: MOHAWK DATA SCIENCES CORP. (NYSE) 
FROM: Ronald F. Hengen 
Bejan and Hengen, Inc. 
One New York Plaza 


New York, N. Y. 10004 
(212) 425-0940 


FOR IMMEDIATE RELEASE 


HERKIMER, N.Y¥., July 7, 1971 ---Mohawk Data Sciences 
Corp. today reported a loss of $1,050,000 or 18¢ per share 
for its nine-month fiscal year extending from August l, 1970 
through April 30, 1971. Total revenues were $67,890,000, of 
which rental and service income accounted for $38,076,000. 


Such results are subject to the completion of the year-end 


audit by the Company's independent public accountants. 


For the corresponding nine months ended Apri. 30, 1970, 
net income totaled $4,486,000 or 79¢ per share on total revenues 
of $74,366,000. 

Richard >. Rifenburgh, President and Chief Executive 
Officer of MDS, noted that the Comreny's abbreviated fiscal 
year spanned a difficult period for the data zocessing industry. 
"The lagging recovery in the domestic economy, compountied by the 
recent and significant pricing revisions, are causing unprecedented 
pressures within the industry. Completing a short fiscal year in 
the midst of a major change-over i::to a systems company,DS 
approached the new fiscal year by making the accounting adjust- 


ments reférred to below in order to place itself in a financial 


_ posture appropriate to the changing environment,” he stated. 


-Mmore= 
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2 Certain accounting adjustments previously announced, the extent 
, of which is set forth below, resulted in a loss for the short fiscal 


year ended April 30, 1971. Such adjustments include, for both of the 
fiscal periods noted above, the operations on a pooling-of-ir’ _<sts 
basis of Atron Corporation, which was merged into a subsidiary of MDS 
on April 30, 1971, and the change in the accounting treatment of sales 
of equipment on rental to third party lessors. The 1971 results also 
reflect an expansion of year-end reserves for inventories and accounts 
receivables, as well as the establishment of a reserve for off-rent 
equivoment. 

Mr. Rifenburgh noted that the prospects for the Company's 
rental business were axcellent. “Hay and June orders in the U.S.,” 
he said, “were at a satisfactory level, reflecting the build-up of 
SYSTEM 2400 orders as well as renewed strength in other end-user 
equipment lines. Incoming judixn from Europe and Canada continued 
at previous levels, but OEM orders showed little ivuprovement during 


this period. 


- ao 4 ” as 


"We expect that fiscal 1972 will prove to be a satisfactory 
year,” tir. Rifenburgh stated. “However,” he pointed out that "the 
engineering and marketing costs currently being expensed in connection 
with the new SYSTEM 2490 should be considered as long term investments 
which will only begin to be recovered when shipments and revenues from 

| the new systems commence later this summer. Consequently it would be 
reasonable to expect a gradual but steady earnings recovery as fiscal 


1972 proceeds.” 
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The condensed consolidated earnings statements are 


as follows: 
Nine Months Ended 


April 30,1971 April 30,1970 
{000's omitted) 


Net sales $ 29,814 $ 47,035 


Rental and service income 38,076 27,331 
Total revenues $ 67,890 $ 74,366 
Inceme (loss) before income taxes $( 2,040)* $ 8,901 
Provision for income taxes (credit) (990) 4,415 
Net income (loss) $( 1,050) $4,486 
Net earnings (loss) per share $ (.18) $ 0.79 
Averaye outstanding shares 5,767 5,663 
(*) Earnings before income taxes for the nine 
months ended Apri’ °%, 1971 were affected 
by the following a.'" istments: 
Change in accounting for sales he 
to third-party ‘essors $ 1,315,000 
Pooling of interests of Atron Corp. 540,000 
Additional provisions to reserves for S 
accounts receivables and inventorivws 2,865,000- 
Provisions for off rent equipment 600,000 
Other 


450,000 
$ 5,770,000 


##?t? 


® » 


e A 664a 
oF Plaintiffs' Exhibit 2 


rR rigs 


—First Sunday after Easter 


665a 
Plaintiffs! Exhibit 29 


1971 109th day - 256 days follow 


f- 


ALAA (4% £ iy 


:- “1 
f} TPE diese et Me 
ae fret baricy Frere 


666a 
Plaintiffs' Exhibit 30 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 


FORM 10-Q 


QUARTERLY REPORT UNDER: SECTION 13 or 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934. 


1-5474 


For Quarter Ended January 31, 1971 
(Commission file number) 


Monawk Data Sciences Corp. 
Palisade Street, Herkimer, New York 13350 
u 315) 867-6000 
Address of principal executive offices and telephone number at such address) 


New York ; #16-0875598 


(State of Incorporation) : (I1.R.S. Employer Identification No.) 
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A. Summarized Financiar Information 


Mohawk Data Sciences Corp. 1d Subsidiaries 


Profit and Loss Information For “he Three Months Ended 


January 31, 1971 January 31, 1970 
(000's Omitted) 
1. Net sales $10,920 $16,775 
2. Rental and service income . 12,385 9,105 
3. Total of captions 1 and 2 23,305 25 ,880 
4. Costs and expenses — 
(a) Cost of sales ' 6,081 9,829 
(b) Cost of rental and service 
income 5,553 4,086 
(c) Development and engineering 
expenses 1,852 1,525 
(d) Selling, general and admin- 
istrative expenses 7,024 5,467 
(e) Interest expense 1,138 966 
(f) Other (income) deductions— 
net 138 (68) 
Total costs and expenses 21,510 21,805 
5. Income (or loss) before taxes : 
on income 1,795 4,075 
6. Provision for: taxes on income 715 2,015 
(10. Net income (or loss) —- $1,080 $2,060 


Earnings per share 


B. Capitalization J 5° 8 ockholders' Equity 


As at January 31, 1971 
Plaintiffs' Exhibit 30 


The capitalization of the Co. any as at January 31, 1971 was as follows: 
Debt (000's Omitted) 
Short-term loans, notes, advances, etc. $16,919 

Long-term debt: 
Convertible Debentures: 


54% Convertible Subordinated Debentures 
due December 15, 1994 $30,000 


53% Subordinated Guaranteed Debentures 
due 1989 15 ,000 


Mortgages (including current portion of $83,527) 


Other sundry indebtedness 


Total debt 


Shares Issued and Outstanding 


Common Stock, par value $.10 per share; authorized 
15,000,000 shares; issued and outstanding 
5,483,962 shares (1) 


Capital in Excess of Par Value 


Retained earnings— 
Balance at October 31, 1970 
Net income (Caption 10, above) 
Balance at January 31, 1971 


Total Stockholders’ Equity 


(1) In addition, 401,666 shares of Common Stock were reserved for issuance upon the 
exercise of employee qualified, restricted and non-qualified stock options 
granted or which may be granted; 148,659 sheres were reserved for issuance in 
connection with Mohawk's Stock Purchase Plan; and 533,805 shares were reserved 
for issuance upon the conversion of the Debentures referred to above. 


669a \ a 
Plaiiciffs' Exhibit 30 


SIGNATURES 


Pursuant to the requirements of the Securities Exchange Act of 
1934, the registrant has duly caused this re. tt to be signed on its 
behalf by the undersigned thereunto duly ar rized. 


MOHAWK DATA SCIENCES CORI 


March 12, 1971 my bd Ia’ 


Ways Wells 


Executive Vice Président and Treasurer 
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Annual Meeting of Shareholders will be held 

at 10 A.M. on Wednesday. September |, 1971. 
in the Cascade Room of the General Herkimer 
Hotel, 248 North Main Street, Herkimer, N.Y. 
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DIRECTORS 


ROBERT GROBEN 
Partner. Ferris. Hughes. Dorrance & Croben 


WV. E. JOHNSON 
Chairman. Mohawk Data Sciences Corp. 


PAUL R. JUDY 
President. A. G. Becker & Co.. Incorporated 


RICHARD L. KARPEN 
Executive Vice President. Mohawk Data Sciences Cerp 


LORNE H. KING 
Retired 


MAX PHILJPSON 
President. Max Philipson & Co.. Inc. 


OFFICERS 


V. E. JOHNSON 
Chairman 


RICHARD P. RIFENBURGH 
President 


RICHARD L. KARPEN 
Executive Vice President 


OTTO STITZ 
President. MDS International. Inc. 


WAYNE WELLS 
Executive Vice President and Treasurer 


ORRIN B. CRAIGIE 
Vice President — Domestic Marketing 


JOHN J. EGAN. JR. 
Vice President — Field Marketing 


H. VAN FORSYTHE 


Vice President and General Manager — Mark Stee! Stamp 


THEODORE D. ROBINSON 
Consuliant , 


RICHARD P. RIFENBURGH 
President. Mohawk Data Sciences Corp. 


HERBERT ROTH. JR. 
President, LFE Corporation 


PAT B. SMITH 
Vice President. Mohawk Data Sciences Corp. 


OTTO STITZ 
President. MDS International. Inc. 


WAYNE WELLS 
Executive Vice President and Treasurer. Mohawk Data Sciences Corp. 


JOHN D. HAZZAND 
Vice President — Marketing Development 


DAVID HEMPHILL 
Vice President and General Manager — Peripheral Operations 


ROBERT J. HINGRE 
Vice President and General Manager — Herkimer 


ROBERT *¢. PEARSON 
Vice President — Federal Government and OEM Marketing 


PAT B. SMITH 
Vice President 


PHILIP J]. ABLOVE 
Vice President and Secretary 


CARL R. PITE 
Controller 


GENERAL MANAGERS OF INTERNATIONAL SUBSIDIARIES 


BELGIUM — D. van der PLASSCHE 
CANADA - A. MACKEY 
DENMARK —S. WALSTAM 
FRANCE —G. SEVERAC 


GERMANY — W. ZACHARIAS 

GREAT BRITAIN — D. PITCHER 
ITALY — C. PALLADINO 
NETHERLANDS — A. UYTTENBROCK 


SWITZERLAN) AND DISTRIBUTOR ORGANIZATION -- K. KASPAR 


GENERAL COUNSEL REGISTRAR CORPORATE OFFICE 
Beekman & Bocue. Chemical Bank. New Yo.k. N.Y. Palisade Street, 
New York. N.Y. . { 

: TRANSFER ACENT Herkimer. New York 13350 
ren iords 2 Marine Midland Bank — New York ee ee 
S. D. Lautesdort & Co.. Now York. N.Y. New ‘fork Stuck Exchange. 


New York. N.Y. 


(Tickor Symbul “MDS") 


V. E. Johnson 
Chairman 


To Our Shareholders: 


The consolidated results for the nine-month fiscal year 
extending from August 1, 1970 through April 30, 1971 were 
as follows: 


@ Total revenues were $67,889,000, of which rental and 
service income accounted for $38,076,000. 


@ After significant accounting adjustments, the Company 
sustained a pretax loss of $1,590,000. 


@ Aftex tax credits and extraordinary items, the net loss for 
the period amounted tc 31,050,000 or 18¢ per share. 


In the Company's twelve-month fiscal year ended July 
31, 1970, total revenues, riet income and per share earnings 
were $98,819,000, $5,808,000 and $1.02, respectively. 


_ The resu’ts for buth fiscal periods include the opera- 
tions of Atron Corporation, which was merged into a sub- 
sidiary of MDS on a pooling-of-interests basis, and a change 
in the accounting treatment of sales of equipment on rent 
to third party lessors. The 1971 results also reflect an ex- 
pansion of year-end reserves for inventories, accounts re- 
ceivables, and off-rent equipinent. 


MDS's abbreviated fiscal year spanned a difficu!' pe- 
tiod in the data processing industry. The period was marked 
by a lagging recovery in the domestic economy and severe 
competitive pressures, including the recent and significant 
changes in the industry's pricing structure. MDS was not 
alone in feeling these stresses, sharing them with the largest 
and most firmly entrenched companies in our business. 


End user customers in the United States, faced with 
lingering uncertainty as well as continued budget con- 
straints during the period, generally were reluctant to make 
new rental or purchase commitments in expanding their 
installations. Indeed, returns of domestic rental equipment 
were & problem all year, especially in the Company's initial 
product — the Series 1100 DATA-RECORDER line. It is to 
the credit of the MDS marketing organization that, under 
such adverse conditions, rental and service income in the 
recently completed nine months exceeded that of the cor- 
responding nine-month period a year ago by almost 40%. 


Origin] equipment manufacturers (OEM's), who in- 
corporate peripheral hardware :rom independent suppliers 
within their data processing systems also destined for the 
end user marketrlace, responded to the tightening with 
sharp cutbacks. As a result, net sales declined as the rate 


~ of OEM shipments dropped sharply. . 


Shortly after the turn of the calendar year, the Com- 
pany noted an encouraging pick-up in domestic orders for 


‘yy 


re 


R. P. Rifenburgh 
President 


most of its end user products. While the general uptrend 
has been maintained to date, it is proving far less robust 
than had been hoped for. At the same time, MDS's foreign 
operations continue to make excellent progress. OEM or- 
ders, on the other hand, showed little improvement. Be- 
cause of the long lead times between the initial evaluation 
by an OEM customer and the shipment of significant quan- 
tities of equipment, any resumption of activity in this mar- 
ket will not benefit the Company until well into its current 
fiscal year. ‘ 


Midway through the period the Company received new 
Government contracts valued at $2.4 million calling for 
shipment of equipment for the Department of Defense 
AUTODIN worldwide digital communications network. 
Unlike the previcus contracts under this program, these 
follow-on shipments are expected to produce profits for the 
Company. 


Apart from the effect of these short-term trends on 
the Company's operating results, we believe that a far more 
fundamental and far-reaching impact will be felt from our 
new Peripheral Processing System 2400, which is featured 
elsewhere in this report. Its introduction in Fetruary, 1971 
underlined MDS's long-standing commitment to the end 
user rental business and marked 4 new phase in its corpo- 
rate development as a systems manufacturing and market- 
ing organization. Good progress has been recorded to date 
in incoming orders in spite of the fact that cemonstration 
units have only recently been shipped to selected MDS 
offices both in the U.S. and abroac. Customer deliveries, 
which began in late July, should be well-timed in an envi- 
ronment in which users increazing)y subject existing EDP 
hardware to rigorous cost/throughput analysis. To realize 
its long-term goals for the System 2400, MDS has and will 
continue to make a major manpower and financial commit- 
ment to this program. Expensing all marketing and develop- 
ment costs as in the past, the Company views th.. as a 
long-term investment which will only begin to be r2covered 
in the | st half of the current fiscal year as the buildup of 
installed System 2400s proceeds. 


While the development schedule for the System 2400, 
calling for the release of five anticipated groups of systems 
configurations in the current fiscal year, placed MDS engi- 
neering under considerable pressure, several other impor- 
tant new product programs advanced to completion during 
fiscal 1971. The Series 2000 Tape Drives were announced 
and shipped early in the period to end user customers as a 

rt of the System 2501 Programmable Print Station. These 
ow cost, highly reliable drives will also be an important 
component of the System 2400, which in its maximum con- 
figuration can handle eight tape units. 


Having achieved a cost breakthrough in manufactur- 
ing tape drives in its King of Prussia facility, MDS an- 
nounced its entry into the IBM-plug compatible tape drive 
field. Initial deliveries of the replacement drives will 
commence later this year under a program featuring long- 
term leases, conservative depreciation practices, and inter- 
changeability with tape units used in the System 2400. 


As a result of the Atron merger, MDS will be offering 
to users, for shipment in July, a Programmable Dedicated 
Terminal which will be a direct replacement for terminals 
of other computer manufacturers, including the IBM Model 
2780. 


Two important products still in development but 
scheduled for release next year are the Series 1310 Seria! 
Matrix Printer and the High Speed Train Printer. Both will 
be aimed at the OEM as well as the rental markets, and each 
will provide broadened capabilities to the System 2400. 


Key organizational changes during fiscal 1971 reflected 
the preparations underway to facilitate MDS's transition 
to a broad-based, systems company. Mr. John J. Egan, Jr., 
formerly a senior marketing executive with another com- 
puter company, joined the Company as Vice President- 
Field Marketing. Mr. P-ovezt Pearson assumed the important 
post of Vice Presic »nt-OEM Marketing in addition to his 
responsibilities for Federal Systems Marketing. Similarly, 
Mr. David Hemphi!l was appointed Vice President-Periph- 
eral Equipment with responsibility for the Company's King 
of Prussia, Pa. and Stoneham, Mass. engineering and manu- 
fecturing fecilities. 


Mr. Theodore D. Robinson was elected to the Board 
of Directors at the Stockholders’ Meeting held November 
47, 1970. Mr. Robinson was a founder of the Company 
and has made significant contributions to the Company's 
progress. 


Financially, too, the Company last year prepared to 
meet the expanding capital requirements implicit in its 
planneu corporate development program. In February, 1971, 
MDS expanded its bank lines to an aggregate of $55 million. 
Of this amount, $28 million is a five-year, multi-currency 
credit for use in expanding MDS's overseas reit‘al business. 
The other $27 million is a three-year credit to finance do- 
mestic operations. Of the $55 million total lines available, 
approximately $21.5 million had been taken down by year- 
end. In addition, a five-year, $2.4 million Sterling/Dollar 
back-to-back financing arrangement was concluded to pro- 
. vide Sterling funds to MDS-Great Britain at a favorable 
rate of interest. 


The remaining bank credit, together with intesnally 
generated funds, should meet MDS's working capital re- 
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quirements through the current fiscal year. Depending on 
the rate of orders and shipments of System 2400s, the Com- 
pany will continue to investigate the advisability of addi- 
tional financing to prepare meeting its objectives. 


As stated above, Atron Corporation was acquired as 
of April 30, 1971 in exchange for approximately 225,500 
shares of the Company's Common Stock. The Atron organi- 
zation, together with our engineers, developed the periph- 
eral processor which is a key component of the System 
2400. 


Shareholders of Colorado Instruments, Inc., will 
shortly be called upon te approve the proposed merger of 
that company into a subsidiary of MDS at an exchange 
basis of one MDS share for nine shares of Colorado. The 
merger, to be accomplished on a “purchase” basis, calls for 
the issuance of approximately 63,400 shares of MDS Com- 
mon Stock. MDS had long-standing relationships with these 
companies prior to the merger, and wili benefit from the 
addition of these companies’ products and professional 
data processing management. 


The organization and financial commitment to the 
System 2400 program—beyond the reach of most inde- 
pendent peripheral companies — is both required to accom- 
plish our cbjectives and justified by the rewards inherent 
in their attainment. At the same time, MDS is a part of 
and affected by the data processing marketplace. As pre- 
viously noted, conditions in that market have been adverse, 
and hardly conducive to making investments for long-term 
growth. Yet that is precisely what MDS has done and will 
continue to do. A massive effort will be mounted from this 
point forward to get Svstem 240Gs on rent and keep them 
there. : 


In summary, the Company has approached the fiscal 
year with an accounting posture deemed appropriate to the 
changing and chellenging environment. It was adopted to 
ensure that the results of our investment in the System 2400 
program will be directly reflected in earnings over its life 
cycle. Management believes that the System 2400 is an ex- 
citing product, a sound corcept, and the appropriate yehi- 
cle with which to move MDS tc the next plateau in its 
development. 


Sincerely, 
ne 
2 
V. E. Johnson Richard P. Rifenburgh 
Chairman President 
July 26, 1971 
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“The period when the computer was an 
exciting novelty for management is now 
closing. Businessmen are learning what 
the computer can do—and even more 
important. what it cannot do. ‘ncreas- 
ingly. they regard it as another piece of 
equipment. to be costed out carefully. 
worked hard. and forced to earn its 
keep. This is a basis on which both the 
industry and the computer users can do 
business" 


Business Week, June 5, 1971 


The recession of 1970 and the limping re- 
covery of 1971 resulted in a painful period of 
reassessment in the EDP departments of U.S. 
business. A pause in more than two decades of 
spectacular growth in the data processing indus- 
try followed. The spiralling costs of data proc- 
essing - outrunning any other single business 
cost — had reached staggering and clearly unsus- 
tainable proportions. While the computer 
brought enormous benefits to many companies, 
in others its promise remained unfulfilled 
despite the cost. Users recognized the need 
for a realistic perspective on their objectives 
for and investment in EDP. 

In response. Mohawk Data Sciences Cozp. 
introduced its new SYSTEM 2-00. By arresting 
the EDP cost spiral. the SYSTEM 2400 promises 
to build bottom line profits for users and, in so 
doing, for MDS. 


What is the SYSTEM 2400? 


SYSTEM 2400 is a business-oriented 
peripheral processing system. It was design- 
ed to serve the specific input. output. commu- 
nications and media conversion requirements 
of computer users. SYSTEM 2400 cannot be 
defined as a single entity. It is a modular 
system, built around a specially designed. high 
perfo-mance peripheral processor. A wide vari- 
ety of peripheral devices configured to accorsn- 
lish specific ends are used. As such, SYSTEM 
2400 can be expanded or contracted as require- 
ments chanye. The user merely adds or removes 
devices or features from the original configura- 
tion. Two announcement packages have been 
made detailing the very comprehensive actay 


g 


SYSTEM 2400 


o/ devices available to the SYSTEM 2400 user. 
The wide choice includes the following types 
of snachines: (1) magnetic tape drives (4 types). 
(2) disk memory drives. (3) card r ‘nches. 
(4) card readers. (5) drum and chain line 
printers (at a number of effective speeds). 
(6) punched paper tape readers. ‘7) DATA- 
RECORDERS and (8) a variety of communica- 
tion modes. 
A continuing expansion of both peripheral 

components and configurations is planned. 


How will the SYSTEM 2400 be used? 


Main frame computers should compute or 
process data. This, after all. is wnat they were 
intended to do. k. utine chores needed to 
prepare data for processing. ur to move data out . 
of the central processor. are better done by a 
sytem specializing in this kind of work. SYSTEM 
2400 is such a system — a peripheral processor. 

Peripheral processing is a new term for an 
old concept. Every new generation of computers 
intensifies the problem of moving data into and 
out of these increasingly powerful and expensive 
machines. With every new generation cycle, 
the rationale for off-line hardware — releasing 
computer capacity and conserving costly main 
frame time — picks up momen‘um. 

Using only a fraction of the central pro- 
cesser's capacity to control slow periph- 
eral devices is inefficient and wasteful. Even 
worse. it represents a mismanagement of pro- 
fessional data processing talent. Every routine 
“housekeeping” task requires the creation of 
a program using only a portion of the program- 
mer'’s capabilities and instruction repertoire. 
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The result is an imbalance in task. program and 
computer, and an indefensible misallocation of 
data processing resources. 


Who are SYSTEM 2400's 
competitors at this time? 


Large main frame computers. Untii now a 
system dedicated to the peripheral areas of 
data processing has not been available. Users 
had to ‘make-do’ with smaller configurations of 
general purpose main frames to accomplish 
housekeeping tasks..‘The most popular of these 
“mis-used” computers come. of course. from 
IBM. especially the 1401. 360 20 and 360.‘:5. 
These and other models from Univac. Burroughs 
and Honeywell probably will represent the 
major competitors of the SYSTEM 2400. 


What is the competitive advantage of the 
SYSTEM 2400? 


Conirasted with a small general purpose 
computer that has been interfaced with periph- 
erals. SYSTEM 2400 offers two dramatic bene- 
fits to users. It is less expensive. And. since 
scarce programmers are not required, it is 
easicr to use. 


MDS is designated. in our industry, as an 
“independent” — we are not a main frame suppli- 
er. We have a distinct advantage over other 
independents in being able to offer the broad- 
est range of peripherals from a single source 
‘th the SYSTEM 2400. Almost ail of these 

-ipherals are manufactured by the Company. 
sey are all proven units. 

Finally and probably most important, a 
SYSTEM 2400 user will be supported by the 
world's largest trained group of data processing 
personnel specializing in his peripheral needs. 
And he will have available with the 2490 
broader and more numerous background 
support packages than those offered by any 
other independent. 


What is MDL? 


Mohawk Data Language (MDL) is the rec- 
ommended means by which users tell the 
SYSTEM 2400 the work it is to do. Designed to 
be used by non-programmer. clerical personnel. 
MDL is a simplified user-oriented programming 
language based on a limited dictionary of 
English words and algebraic symbols. Because 
of its ease of use. expensive professional pro- 
grammers are not required. 


What are the data communications p»ssibilities 
of the SYSTEM 2400? 


SYSTEM 2400 is a complete transmission 
terminal, equipped to communicate at any speed 
from 300 to 50,000 bits per second. It operates 
in any of the widely used communications dis- 
ciplines: IBM 2780. Univac DCT 2000, IBM 
360/20, CDC UT200. Univac 1004. etc. This 
means that the SYSTEM 2400—at the flick of 
a switch —can look like any of these machines 
to a computer that works with one or all of 
these models. 

At the outset. MDS estimated that data 
communications, the most ra, ‘dly expanding 
EDP area. would be an important market for the 
SYSTEM 2400. The order pattern developed to 
date validates this forecast. 
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What does “systems selling” 
mean to MDS? 


MDS's progress in the future will, as it 

b has in the past. clearly depend on its ability to 
provide workable solutions to real user prob- 

lems. Over the past seven years since its found- 

ing, the Company has developed a very broad 
range of individual peripheral products. The 

next logical step was to tie these and future pro- 

" ducts together in ways that meet the require- 
ments of user's sysiems. And in a manner that 
would assure the Company's long-term growth 

and profitability. That step is represented by : i 

the SYSTEM 2400. 4/4 ‘ 


Why a SYSTEM 2400 now? a EEC cor a Re 


) Timing is crucial in launching a new EDP 
product. Generation changes have always 
caused upheavals among manufacturers and 
users alike. But such changes were often ben- 
eficial to smaller companies alert to the 
opportunities they provided. 

' Such was the case with MDS in 1964, and 
much of the early success of the DATA— 
RECORDER was attributable to timing. The 
arrival of the tape-orierted IBM 360 computer 
at a time when the principal input medium was 

still the punched card represents a classic case 

BE of a market opportunity created by advancing 
technology. 

The strategy involved in the timing of the 
SYSTEM 2400 is of a different nature. Corporate 
management today is focusing on “throughput” 
as it looks at the latest computer generation. 
Users also question continuous upgrading to 
larger systems merely because manufacturers 
make them periodically available. Data proc- 
essing managers today are sharpening their 
pencils, defining their needs. and assessing the 
total cost of performance. 

To paraphrase Business Week, this is the 
basis upon which users and MDS — with its new 
SYSTEM 2400 — can be expected to do business. 


| 
| 
| 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 


ri! 30, 1971 uly 31, 1970 
ASSETS ? Vmeetsted) 
Current Assets: (000's omitted) 
Cash (including time deposits)...  «- sees reeeeeeeeneeeree $ 5,629 $ 12,466 
Accounts receivable—principall, ': ie, less a!lowance of 
$1,435,000 and $878,000 for doubtful accounts.........+-++- 14,455 16,925 
Inventories, at lower of cost or market. ......-.-.+eee-eeeeees 40,703 41,072 
CBE sg o eno 8 Ma Ras BO S04 SOM ERE COD W eeieeesc ce eee AF. e' 90 1,508 1,553 
Total Current Assets ..........-ssececeeecececcereeees 62,295 72,016 
Rental Machines—at cost of production, less accumulated 
depreciation of $24,735,000 and $15,486,000—Note C.........- 52,234 41,360 
Fixed Assets—at cost, less accumulated depreciation of $6,927,000 
and $6,080,000—Note C....... cee n cece eee c ete e er eerccrees 15,595 15,249 
Excess of Cost over Book Equity of Companies Acquired.......-.. 2,42 2,442 
Long Term Receivables. .......--seeseeeeeeceerereseereeceees 3,853 1,298 
Deferred Income Taxes. .......s-ceeeeceeeeeereeeeeecnseeeeee 2,611 1,082 
Deferred Charges and Other Assets .......-+-+-+++eeeeersrrcees 1,798 1,684 
$140,828 $135,131 
—_— — 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: 
Notes payable. ...........ccesecceeceececeeecceeeseceecens $ 3,258 $ 15,330 
Accounts payable ........... Vivid Uivin.d bce cio abyss m Kiel Solace EAS 8,011 8,013 
Federal and foreign income taxesS........-++eseeeeeeeeeeeees 2,504 5,255 
| ele La Fo bee pee Pare rt are eres Pee ee Are eee 4,698 5,640 
Total Current Liabilities ............0eee eee eee ereeees 18,471 34,238 
Convertible Debentures—Note E.......---eeeeeeeeeees iSaneant 45,000 45,000 
Notes Payable to Banks—Note F.........0eeeeeeeee terereees 21,532 
Other Long Term Debt............- cece eee cence ereeeeeeeeens 6,337 §,336 
Unamortized Investment Tax Credits. .......--seeeeeeeereerees 785 1,070 
Deferred Credits... 0.0... ccc ccceseccccccctevcessevccvoncccees 949 733 
Stockholders’ Equity—Notes A, 8 and D: 
Common Stock, par value $.10 per share; authorized 15,000,000 
shares; issued and outstanding 5,710,359 shares (1971) and 
5,706,547 shares (1970). ....... cece eee reneeeeeneeseneees 571 u70 
Capital in Excess of Par Value.........++-+eeeeeeeeeeereeess 35,303 35,254 
Retained Earnings ..........-ce cere creer nee eee eeenenereee __11,880 12,930 
Total Stockholders’ Equity .....-..---00eee cee eeeeeeees 47,754 48,754 
Contingencics, Commitments and Other Comments—Note I 
: $140,828 $135,131 
—_— ————— 


The accompanying notes are an integral part of these statements. 
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+ MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
' CONSOLIDATED STATEMENTS OF INCOME 
Nine Months Year 
e Ended Ended 
April 30, 1971 July 31, 1970 
: (Restated) 
(000’s omitted} 
Net sales—Notes A, Band 1. ....scccscccctcvedsccessecvctees $ 29,813 $ 60,260 
° Rentals and service income .............seseeeees  ceeeeeenes 38,076 38,559 
67,889 98,819 
Coat OF ctbes oi. dclccccctcsccvecesdscacsuscisahsesehoesenbans 20,464 35,974 
Cost of rentals and service .......... scsscsccccccccecerecceess 18,101 17,146 
38,565 53,120 
bd Gross profit ........ccccccccccccccecccccesscccccscceccceeses 29,324 45,699 
Development and engineering expensesS..........+++eeseeeeeees 5,863 7,019 eat 
Selling, general and administrative expenses.........+++++e++e+% 22,142 23,617 
28,005 30,636 
1,319 15,063 
Other .eductions—net (principally inicrest expense) .........+-- 2,909 __ 3,655 > 
Income (loss) before taxes ba: | on income and extraordinary items (1,590) 140° 
Provision (credit) for taxes based on income—Notel........-..-- (570, 5,600 
® Income (loss) before extraordinary itemS.........--+++eeeeeeees (1,020) 5,808 
Extraordinary i*esas—net—Nole H...........eeeeereeeneecees (30) 
Net incon 2 Mi hones cece cscccvecccccssccsccsccccesseceness ($1,050) $ 5,808 
—_—_— ——— 
Net jacome (loss) per share of Common Stock*.........+++++++: ($.18) $ 1.02 
——— ——_—_ 
ca be 
*Computed on the basis of the weighted average number of shares outstanding during each period, after 
giving retroactive effect to an acquisition treated on a pooling-of-interesis basis (see Note A). No effect 
has been given to Common Stock equivalents because for 1970 they would have no material dilutive effect 
and for 1971 they would decrease net loss per share. In fiscal 1971, the extraordinary iterss—net have no 
effect on the per share amount. 
@ 


The accompanying notes are an integral part of the-~ statements. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF SOURCE 
AND USE OF WORKING CAPITAL 


Nine Months Ended Year Ended 


April 30, 1971 July 31,1970 
(Restated) 
Sources of Working Capital: (000's omitted) 
PEO RCO TION Ch ake vanes oa ero nieere.ola a ayencelem eset ($1,050) $ 5,808 
Depreciation and amortization .............cccceeccececes 11,609 10,634 
Sale of fixed assets-and rental machines................+4. 2,346 1,979 
ROI BRCUMIDON BIOGKs cn cosss voi) Role ced owen ox0s pamcehae's 50 5,310 
Sale of convertible debentures . ¢ i.5.5.......00000ccc8eneseees 30,000 
Increase (decrease) in long term debt—net................. 22,533 (22,321) 
35,488 31,410 
Uses of Working Capital: 
ONLET CINGINNER 00s) arc50s, bhids Heo ic dvarwee enw eadene enemies 22,236 23,902 
EB MOMMIES os ox6 sor aoa ciccere Dalek esd bee Ob Kab dinin Beas 2,939 3,863 
8) ERAS TGS SESE etre annetle er eek gree: Wes WS Cr a Pee MEME LA PE 4,267 2,943 
29,442 30,708 
Net Increase in Working Capital...............ceeeceeeeeces 6,046 702 
Working Capital at beginning of year.............cceeeeeeees 37,778 37,076 
Working Capital at end of years ox. .< 5.00 cscecectewescctevese $43,824 $37,778. 


CONSOLIDATED STATEMENTS OF CAPITAL 
IN EXCESS OF PAR *’ALUE AND RETAINED EARNINGS 


Capital in Excess of Par Value—Note A: 
Balance at beginning of year (including in 1970, 
$1,120,000 applicable to a counpany acquired ina 


SOC TRCRIROIET Sos Es eCOe EN adceb they iwedcawes $35,254 $29,954 
“suance of Common Stock 

By an acquired company prior to the pooling... .. Cuusahieterd 4,049 

Exercise of stock options and warrants..............006+ 49 1,251 

Fg GG ONE OE POURS. 655 ois ce ov nt enbicac bab eeneelsina cs $35,303 $35,254 


Ket: ined Earnings—Note A: 
Palance at beginning of year (including in 1970, 
($485,000) applicable to a company acquired ina 


SON OMNIA Sv a 5sicnis bese 5 0s 00 cds dame danaenee $12,930 $ 7,122 
Net income floes) for potiod's.. 6 és.os's0.5 scos sb coves ocwesseces (1,050) 5,808 
DSRS OL ONE ME WOES 66s SiN 6 <n soln bccd Ganka eke $11,680 $12,930 

—_——_—_—_—_ _ 


The accompanying notes are an integral part of these statements. 
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NOTES TO FINANCIAL STATEMENTS 


NOTE A—Principles of Consolidation: 


Effective April 30, 1971, the Company changed its fiscal 
yeer end from july 31 to April 30. The accompanying finan- 
cial statements include the accounts of all subsidiaries. The 
financial statements for 1970 have been restated to include 
On a pooling-of-interests basis, the accounts of Atron Cor- 
poration, acquired on Apri! 30, 1971 in exchange for 225,522 
shares of the Company's Common Stock. The accounts of 
Atron as at September 30, 1970 and for the twelve months 
then ended have been included in the 1$70 consolidated fi- 
nancial statements and included for the seven months ended 
April 30, 1971 in the 1971 consolidated statement of income. 

Net sales, rentals and service income and net income 
(loss) of the Company (MDS) and Atron included in the con- 
solidated statements of income are as follows: 


Fiscal Period Ended* 
April 30,1971 July 31, 1970 
Revenues: (000's omitted) 
MDS 
Netsales ..... . $29,679 $60,203 
Rentals and 
service income .. . 38,002 38,555 
Atron 
og | Sah oreo ee 134 57 
Rentals and 
service income .. . 74 4 
YOURS. 3) ls Se eee $98,619 
=—_ ——_— 
Net Income (Loss): 
EEN ee -12' Cea © ceteue ($850) $ 6,833 
Pe ee enon eee eae __106) (1,025) 
Total. 6 6 ee se! oy LOS) $ 5,808 


*After restatement for change in eccounting as 
described in Note B and after elimination of in- 
tercompany sales and service income from Atron 
to MDS of $2,185,000 (1971) and $834,000 (1970), 
and elimination of intercompany profits thereon 
of $437,000 (1971) and $100,000 (1970). Develop- 
ment expenses of Atron have been expensed in 
the period incurred in conformity with the ac- 
counting practice of MDS. the effect of which 
was to decrease Atron’s loss by $162,000 in 1970. 


The consolidated net income (loss) for 1971 and 1970 in- 
cludes $2,240,000 and $3.280,000, respectively, representing 
the combined net income of foreign subsidiaries (including 
MDS Capital Corppration). Provision has been made for U.S. 
income taxes on unremitted foreign carnings to the extent 
they are not expecied to be permanently invested. 


/ 


| 


Net assets of the foreign subsidiaries included in the con- 
solidated balance sheets at April 30, 1971 and July 31, 1970 
{exclusive of intercompany balance>! are: 


1971 1970 
(000's omitted) 
Currentassets. . ... . $17,492 $16,398 
Current liabilities . . . . (8,811) (14,576) 
Rental machines—net. . . 23,665 15,994 
Other liabilities—net . . . (5,454) (248) 
Netassets : . . . . $26,892 $17,568 


NOTE B— Change in Accounting: 


The Company has reviewed its method of accounting 
for sales of equipment on rental to non-affiliated third 
parties which began in fiscal 1970. The sales agreements 
related to such sales provide, in the event of terinination of 
any leases during the five years after sale, for options by the 
Company generally to substitute lessees or substitute equip- 
ment. In view of the fact that the amount of equipment either 
returned or having its leases terminated significantly ex- 
ceeded that anticipated by the Company at the time of sales, 
MDS retroactively changed its accounting policy during 
fiscal 1971 from that of accounting for such transactions as 
sales to accounting for rental income therefrom by use of the 
operating method. The principal effects of the change in 
accounting method have been to reduce revenues by $3,792,- 
000 and net income by $1,490,000 (S.27 per share) for the year 
ended July 31, 1970 from that previously reported and the 
accumulated retained earnings as at that date by the latter 
amount. 


NOTE C—Rental Machines and Fixed Assets: 


The following tabulation sets forth the major classifica- 
tions of fixed assets and the estimated useful lives used in 
computing depreciation and amortization: 


Cost as at 
Years April 30,1971 July 31,1970 
(000’s omitted) 
Land and 
improvements . . 10 $ 1,337 $ 1,209 
Buildings and 
improvements . . 5-45 6,473 6,881 
Machinery anu 
equipment. . . . 3-33 13,993 12,648 
Construction in 
progress .... 719 591 
$22,522 $21,329 
=—_—- =—_— 


For financial reporting purposes, depreciation is com- 
puted on rental machines by the 150% declining-balance 
method as to these machines delivered prior to August 1. 
1967; as to those machines delivered after that date, the cost 


of the machines (domestic) is depreciated 20% during each of 
the first four years and the balance over the remaining life of 
such assets; the cost of machines delivered by foreign sub- 
sidiaries is depreriated over 5 years on a straight line basis. 
Depreciation and amortization amounted to $11,609,000 (in- 
cluding $600,000 provision for idle equinment) and $10,634,- 
000 for the nine months ended April 30, 1971 and the year 
ended July 31, 1970, respectively. 


NOTE D — Capital Stock: 


In July 1970 the Company adopted » new non-qualified 
stock opt‘on plan for up to 400,000 shares (increased to 550,- 
000 on June 30, 1971) under which options for 177,600 shares 
were granted at $23.00 per share (market price) for each 
unexercised qualified stock option (and unexercised non- 
qualified option in the case of foreign employees). Such new 
options, in effect, provide that the exercise of an option 
under either plan will cancel all options held by the optionee 
under the other plan. Options granted under the new plan 
expire in ten years. The Company also granted options for 
103,450 shares at $23.00 in July 1970. During fiscal 1971 
options for 34,050 shares were granted at prices ranging from 
$23.00 to $30.00 per share. Options for 16,750 shares (1971) 
and 700 shares (1970) were cancelled. No options were exer- 
cisable nor were any options exercised. As at April 30, 1971, 
options for 297,650 shares were outstanding at prices rang- 
ing from $23.00 to $30.00 per share and options for 102,350 
shares were available for future grants. 

In fiscal 1970, the Company issued 12.769 shares of Com- 
mon Stock in exchange for warrants and 7,266 shares under 
the old option plans. In fiscal 1970, options for 54,400 shares 
were granted at prices ranging from $56.25 to $77.62. per 
share; options for 7,266 shares were exercised at prices rang- 
ing from $10.21 to $66.50 per share; and options for 49,230 
shares were cancelled. These transactions were made under 
Stock Option Plans adopted during the fiscal years 1965 
(240,000 shares) and 1968 (200,000 shares), non-qualified 
options for foreign employees and an acquired company's 
restricted stock option plan (options for 1.666 shares at 
$17.81 per share were outstanding as at April 30, 1971). As at 
July 31, 1970, options fur 178,566 shares were outstanding at 
prices ranging from $17.81 to $102.12 per share ~ubject to 
being cancelled under terms of the new pla» scribed 
above. 

Under the Employee Stock Purchase Plan, subs. .ptions 
for 26,939 shares of Common Stock were outstanding as at 
April 30, 1971 and 120,845 shares were available for future 
grants under the Plan. During fiscal 1970 and 1971, 812 and 
1,246 shares, respectively, were issued under the Plan and 
subscriptions for 8.751 shares were terminated during fiscal 
1971. 

In accordance with the Agreement and Plan of Merger 
effective April 30, 1071, a subsidiary of the Company us- 
sumed all outstanding qualified stock options of Atron Cor- 
poration. Options covering 5.443 shares of the Company's 
Common Stock were outstanding at prices ranging from 
$8.00 to $60.00 per share, During the period ended April 30, 
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1971, shares equivalent to 2.566 shares of the Company's 
Common Stock were issued under the plan. In addition, war- 
rants initially issued by Atron (similarly assumed) to pur- 
chase an aggregate of 42,500 shares of Common Stock at 
prices ranging from $25.00 to $68.00 per share were outstand- 
ing as at April 30, 1971. 

At April 30, 1971, 597,893 shares of Common Stock were 
reserved for the stock option and purchase plans and war- 
rants and 533,805 shares for conversion of convertible 
debentures. 

The Company had previously authorized 1,000,000 shares 
of Preferred Stock, par value $1.00 per share, none of which 
has been issued. 


NOTE E— Convertible Debentures: 


The 5%2% Convertible Subordinated Debentures (due 
1994) of $30,000,000 and the 52% Subordinated Guaranteec 
Debentures (due 1989) of $15,000,000 are convertible i:to 
Common Stock of the Company at $85.50 and $82.00 per 
share, respectively. The indenture under which the deben- 
tures due in 1994 were issued provides for annual sinking 
fund payments, beginning in 1979, of 5% of the principal 
amount outstanding on December 15, 1978. 


NOTE F—Notes Payable to Banks: 


Long term notes payable to banks (principally at interest 
rates which fluctuate with changes in prime or other rates) 
were issued under credit agreements entered into in 1971 
pursuant to which banks have agreed to loan up to $27,000,- 
000 until March 1974 in the United States and up to $28,000,- 
000 until March 1976 to foreign subsidiaries. Such agree- 
ments include provisions which, among other matters, relate 
to the creation of additional borrowings and the maintenance 
of working capital, as defined. 


NOTE G—Pension and Profit Sharing Plans: 


The Company and certain of its subsidiaries have non- 
contributory pension plans under which there are no un- 
funded past service costs, and the Company and its domestic 
subsidiaries have a non-contributory profit sharing retire- 
ment plan covering substantially all their employees. Ap- 
proximately $350,000 (1971) and $728.000 (1970) was provided 
to cover the cost of such plans. It is the Company's policy to 
fund pension costs as they accrue, which costs are based 
upon an appropriate actuarial method. The profit sharing 
costs represent approximately 3° of consolidated net in- 
come before income taxes, as defined (no provision was 
required in 1971). 

NOTE H—-Extraordinary Items-net: 

The extraordinary items- net in fiscal 1971 consist of (1) 
a provision of $430,000 for losses on receivables from the 
sale of former subsidiaries ($225.000) and contract claim set- 
tlement applicable to an acquired company ($225,000), less 
related income taxes of $216,000 and (2) a credit of 
$204,000 equivalent to the reduction in income taxes arising 
from the utilization of net operating loss carry-forwards of 
subsidiaries. 
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NOTE I— Contingencies, Commitments 
and Other Comments: 


The Company has entered into a Plan of Merger with 
Colorado Instruments, Inc. (Colorado), subject to approval 
by the Colorado stockholders. Under the terms of the plan, 
(which will be accounted for on a purchase basis), each 
share of Colorado stock will be exchanged for one-ninth of 
a share of the Company's Common Stock. As at May 31, 1971, 
there were 570,660 shares of Colorado stock outstanding 
plus warrants and stock options. Net assets of Colorado 
amounted to approximately $330,000 as at May 31, 1971. 
Total revenues for the twelve months ended May 31, 1971 
were $827,000; the loss before income taxes was $1,026,000; 
and the net loss after income taxes was $1,000,000. The 


above financial data of Colorado are based upon unaudited 
statements as of May 21, 1971. 

Annual rentals of real property aggregated approximately 
$1,500,000 at April 30, 1971. . 

Management is of the opinion that adjustments, if any, 
of scles subject to the Renegotiation Act of 1951 will have 
no material effect on the financial statements. 

Sales to National Cash Register Company were approxi- 
mately 33% (1971) and 34% (1970) of net sales. 

As at April 30, 1971, the Company's available net oper- 
ating loss carry-forwards amounted to approximately 
$1,200,000 (expiring in 1975) and foreign tax credits amounted 
to approximately $750,000 (expiring in 1976). 


ACCOUNTANTS’ REPORT 


To the Stockholders 
Mohawk Data Sciences Corp. 


ILLES AOI YN ET: 


We have examined the consolidated balance sheets of Mohawk Data 
Sciences Corp. and subsidiaries as at April 30, 1971 and as at July 31, 1970, 
and the related consolidated statements of income, capital in excess of par 
value and retained earnings and source and use of working capital for the 
nine months ended April 30, 1971 and for the year ended July 31, 1970. Our 
examination was made in accordance with generally accepted auditing stand- 
ards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the financial statements mentioned above present fairly 
the consolidated financial position of Mohawk Data Sciences Corp. and sub- 
sidiaries at April 30, 1971 and at July 31, 1970 and the consolidated results of 
their operations and source and use of their working capital for the nine 
months ended April 30, 1971, and for the year ended July 31, 1970, in con- 
formity with generally accepted accounting principles applied on a consistent 
basis, after giving retroactive effect to the change set forth in Note B to the 

financial statements. 


S. D. LEIDESDORF & CO. 


New York, N. Y. 
July 14, 1971 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 


FINANCIAL HIGHLIGHTS 


(In inillions of dollars) 


Earnings Data 1971 1970 


1969 1968 1967 
WR NS ois koe no SE ee $29.8 $60.3 $60.9 $44.5 $24.3 
Rentals and Service Income.............. 38.1 38.5 22.1 9.4 3.3 
TO RW Sia chicce cca. $67.9 $98.8 $83.0 $53.9 27.6 
Earnings (L 3s) Per Share 
Before Extraordinary Items............ ($18) $1.02 $1.03 $ .39 $ .14 
Extraordinary Items .................. .07 19 . 14 
Net Earnings (Loss) Per Share..... ($.18) $1.02 $1.10 $ .58 $ .28 
Financial Data os 
Wet Workigg Capital «5.06.6. Sous oe de $43.8 $37.8 $37.1 $20.3 $11.8 
Net Book Value of Rental Machines....... 52.2 41.4 27.8 15.6 5.7 
N. Book Value of Fixed Assets........... 15.6 15.2 13.6 7.7 6.2 
SO Tee NN ds OS ge 27.9 5.3 27.8 15.9 5.2 
Subordinated Convertible Debt........... 45.0 45.0 15.0 1.0 6 
Shareholders’ Equity.................... 47.8 48.8 37.6 29.2 19.6 


Notes: 


(1) The above data are for fiscal years ended July 31 except 1971. Such data for 1971 is as at April 30 and for 
the nine month period then ended. 


(2} The above data are restated for acquisitions and accounting changes—sce Notes A and B to Financial 
12 Statements. 
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UNITED STATES DISTRICT COURT 


PIERRE J. LeLANDAIS & CO., INC., 

PIERRE J. LeLANDAIS, RESEARCH & SCIENCE 
INVESTORS, INC., 

INTERCONTINENTAL TECHNOLOGY & NATURAL 
RESOURCES, S.A., CORONET FUND and 
CREATIVE CAPITAL FUND, 


Plaintiffs, 


-against- 


MDS-ATRON, INC., MOHAWK DATA SCIENCES 
CORP., JOSEPH S. STOUTENBURGH and 
RICHARD L. KARPEN, 


Defendants. 


Deposition of Coronet Fund 
@ Plaintiff by Rudi E. Ludt, taken by the 
Defendants, Pursuant to Notice,’ held at 
the offices of Beekman & Bogue, Esqs., 
5 Hanover Square, New York, New York on 
May 16, 1973 at 1:10 o'clock p.m., before 


a Hotary Public of the State of New York. 


Frew York Reporting x, RE 


16 COURT STREET 
BROOKLYN, N.Y. 11241 
TEL: 875-9385 
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Ludt 6 


A He thought it was an interesting venture 
capital situation, that the company was operating 
in a very interesting area and he said the company 
had great future potential. 

Q Did you take any further steps at that 
time to investigate a possible investment in Atron 
Corporation? 

A I discussed the matter with John French who 
was also interested in making an investment, and I 
examined the documentation which at that time was 
in draft stage as to the nature of the financing 
that was being arranged. 

Q Could you tel] me what kind of 
documentation you are referring to? 

A Well, I think I'm referring to the draft 
document which subsequently, in its final form, was 
a document which is dated, I believe, January 19th, 


or somewhere in January. 


Q Are you referring to the stock purchase 
agreement? 
A I'm referring to the stock purchase agreement. 
Q Showing you this document which is 


entitled, Stock Purchase Agreement, is that the 


document you are referring to? 
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A Right, that's the document. 
Q Would you turn to the last page of 


that svcument. Is that your signature? 


A Yes. 

MR. DEVINE: I don't think that 
is the last page. There are three 
exhibits which follow. 

A These are all my signatures, 
Q Your signature appears twice on the 


main body of the document and on Exhibit A? 


~ Right. 

Q Did you have occasion to read this 
document? 
A Yes. 

Q Calling your attention to paragraph 


7A and B, did you have occasion to read those two 


paragraphs? 
A Right, yes. 
Q Can you tell me what your understanding 


was at that time as to the meaning of those two 
paragraphs? 
MR. DEVINE: I think I object 
to that. It's kind of a hard question 


to answer. 


—_ 
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MR. PALTROWITZ: If he 
recollects. 

MR. DEVINE: I don't know that 
there is any ambiguity in those 
paragraphs. Why don’t you try and 
work with that questiona little 
bit. I don't really object to the 
substance of it, but I think it is 
hard for him to say what his 
understanding of it was other than 
what it says. 

f My understanding is that this was a venture 
capital investment and the stock would be restricted 
ard not freely negotiable for a period of time. 

Q Had. you, at anytime from the inception 
of Coronet Fund, up until the time period we are 
talking about now which is Janaury, 1969, had you 
invested in securities transactions which were not 
covered by registration statements filed with the 
Securities and Exchange Commission? In other words, 
have you dealt in restricted stock? 
4s Similar type of investments? 

Q Well, specificaiiy restricted stock 


or legend stock. 
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A Yes. 
MR. PALTROWITZ: I will mark 
this as Exhibit L. 
(Whereupon, the above mentioned 
document was so marked as Defendant's 
Exhibit L for identification.) 
Q Could you tell me approximately what 


percentage of your investments from 1968 through 
January, 1969, were in restricted stocksas against 
free stocks? 
A About seventy-five percent. 
MR. DEVINE: Referring to 
Coronet Fund? 
MR. PALTROWITZ: Yes. 
Q Did that activity in restricted stocks 


consist of both purchases and sales or merely 


purchases? 
A Purchases. 
Q During that period, there was no 


occasion when you sold stock that was restricted? 
A No. 

Q Referring you to paragraph 38 cof the 
Stock Purchase Agreement which refers to an 


investment letter to be supplied by you to Atron, did 
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restricted stock was that after a period of holding 
the stock, it would ultimate be free stock subject 


to the S.E.C. regulations prevailing at that point 


144 stock had been clarified a great deal rece tly. 


At that point in time, the area as to at what point 


in time. 
Q You were aware of the S.E.C. regulations 
prevailing at that time? | - 
MR. DEVINE: Aware of their 
existence? | 
MR. PALTROWITZ: Yes. | | 
A Sure. 
Q Had you read them? 
A Well, the S.E.C. regulations with respect to 


in time restricted stock would be freely negottable 
was somewhat cloudy in terms of interpretations of 
the S.E.C.‘s intent, but the general understanding | 
that I hadwas that after a holding period of two years, 
the stock could be freed if in the opinion -- if a 
suitable opinion letter was obtained from counsel for 
Atron, 

Q But it was your understanding that that 
was not a definitely rule of thumb but that there was 


sowe area of doubt as to whether two years would be 


| 
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| MR, DEVINE: To the extent 
| 
3 | that rules of thumb are never 


4 || definite, I think his answer was — 


7 | of situations where after a period of eighteen months, 
if you could demonstrate a basic change in 
| circumstances and counsel for the company accepted it, 


} that stock could be freed. In other cases where a 


company have, let's say, more conservative counsci, 


| 
| the period could be two years or two and a half years. 
| 
There was not fixed definitive period of time. 


It was a matter of judgment and circumstances. 


remitted a check to Atron Corporation in payment for 
shares that you had subscribed? 


A Yes. 


} 
15 | Q Did there come a time when you 
| 
Q Calling to your attention this document 


again, a letter to Atron Corporation, is that your 


| signature on that document? 
| A Yes. 

Q Is that the letter that was sent 
concurrent with the check in payment for securities 
| 


y | 
a 5 oretty clear. 

6 A Let me elaborate on that. There are, I know, 

of Atron Corporation? 
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legend that appeared in the stock subscription 
agreement, paragraph 78? 
A . ves. 

Q You were fully aware of what that 
legend meant? 
A Yes. 

Q Subsecuent to January of 1969 and 
prior to January of 1971, during that time period, 
did you continue to .eep yourself aware of the 
progress, if any, being made at Atron Corporation? 
BE Only in the sense that Pierre LeLandais 
would keep us periodically informed. 

Q Did you ever at anytime have 
discussions with any of the principals,officers, 
directors or employees of Atron Corporation itseif? 
A No. 

Q Did you receive reports directly from 
Atron as a shareholder of Atron, annual reports or 
quarterly reports, financial statements? 

A I don'** recollect. 

Q Could you tell me approximately how 

many times during that period you might have spoken 


to Mr. LeLandais concerning Atron Corporation? 


A No, but during the period that you are referring 


ond 
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plan was being prepared for submission to the 
stockholders. 
Q Did you have occasion to call anyone 


at Atron Corporation? 


A No. 
Q Concerning this document? 
A No. 
Q Did you have occasion to call anyone 


at Mohawk concerning the proposed merger? 
A No. 

0 Between the period of January 29, 1971 
which fis the date of this press release and April 30, 
1971, which was the date of the stockholder's 


meeting that approved the merger, did you have 


occasion to nave conversations with anyone concerning 


this merger proposal? 
A My recollection is that I discussed it with 
Pierre LeLandais. 

Q Do you recall when that might have 
been? | 
A I think it was after I received it, I guess 
you would call this a proxy statement, from Atro. 
which is dated Apri] 16th. 


Q Referring you to Defendant's Exhibit F, 
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is that the document? 
A Yes. 
Q Did you receive that document?. 
Yes. 
Q You have no recollection of talking 


to Mr. LeLandais prior to the receipt of that 


A ES I A SN ae ee 


document? 
A I have no recollection. 


Q Do you recollect speaking to 


| 
| 
e 
: 
| 

| 
| 
| 
| 
| 


Mr. LeLandais subsequently? 
A Yes. 
Q But prior to the time you voted your 
shares? 
A Yes, I did. 


Q Do you recall how many times you 


_ 
oa 


spoke with Mr. LeLandais concerning the proposed 
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merger? 
7 I think only once. 

Q Can you recall for me the substance 
of that conversation? Did you call Mr. LeLandais 
or did he call you? 

A I called him. ; 
Q Can you recall for me the substance 


of the conversation? 
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~ Well, essentially the subject of the 
conversation was on interpretation of what the 
intent was with respect to the shares that the 
Atron shareholders would receive from Mohawk Data. 

Q What was your understanding? 

A My understanding was that we would get 
freely negotiable shares. 

Q In return for the restricted shares 
you held in Atron? 

A Yes. 

Q Had you arrived at that understanding 
totally on your own efforts or through conversations 
with other people? 

A Well, I arrived at that understanding by 
reading the proxy statement, and I wanted to confirm 
my understanding, and I talked to Pierre as to 
whether this was the intent, and I received an 
affirmative reply. 

Q Can you recaTl more specifically what 
Mr. Lelandais told you? 

A He said that we would get free stock, freely 
negotiable stock. 


Q Did Mr. LeLandais teil you how he 


knew that? 
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me = 


A Well, the language of the proxy statement, 


Ww 


> 


in my judgment, makes this quite clear. : 
) Q Did Nr. LeLandais tell you what made 

e ( 5 it quite clear to Mr. LeLandais? 
: A I think the same language and conversations 
which I think he had with the Atron people. 


Q tid he specifically refer to 


e 
ot 


wo 


conversations that he had with Atron people? 


A I think he was in fairly frequent conversation 
1 | with them. 
12 Q Did he specifically tell you that he 
® , 13 had spoken to Atron people? 
! | 6 I would have to say, no. 


14 
15 | Q Having read the prospectus that you 


received and based on information that you had 


as best you can recollect what you opinion was 


at the time regarding the virtue or lack or virtue 


] 
| 


of this merger proposal? 


: prior to receiving the prospectus, can you tell me 
A Well, my feeling was that this was an 


© 21 
( 22 acceptable proposal from my standpoint as general 
ie 23 partner of Coronet Fund, and my feeling was based 
: ie... on my conversations with Pierre and the language 
| 8 25 which appears on pages 5 and 9 of theproxy statement. 
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Paragraph 2 on page 5 reads: “The stock 


transfer books for Atron.common shares will be 


closed after the effective date of the merger. 


Certificates for Atron common shares should be 
changed for Mohawk certificates prior to sale 
or disposition since Atron certificates will not 


constitute good delivery of Mohawk common stock 
on the New York Stock Exchange.” 

The paragraph on page 9 reads -- 

Q . Which paragraph? 
A First paragraph under Lights of dissident 
shareholders, and that paragraph reads: “Under 
section 301.40 and 301.44 of the Minnesota Business 
Corporation Act, shareholders of Atron who object 
to the merger with MDS-Atron and who comply with 
the provisions of those sections are entitled to 
receive payment of the fair cash value of their 
shares at the time the merger was authorized.” 

Q fid you read the entire proxy statewent? 
A I read the entire proxy statement, yes. 

Q Could you tell me, based on the two 
paragraphs you have just read into the record, what 
those paragraphs meant to you? 


A They meant to me that I would get free Mohawk 


_ 


~J 
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Data stock and that if I voted against the merger, 
I would receive cash payment. 

Q Was this the only matter that was of 
any consequence to you in formulating your decision 
as to whether to vote in favor of the merger or not? 
o Well, basically, when you make a venture 
capital investment, you hope at some point in time 
to convert that into a pretty good investmert 
and this proxy statement indicated to me that I 
would either get free Mohawk Data stock or I would 
get cash. 

Q You testified previously that you felt 
the company was progressing and that it had been a 
good investment. Did you still consider it to be 
a good investment based on this merger proposal? 

A Yes. 

Q Did you feel that Atron would be helped 
or hindered by a merger with MOS? 

A I didn't really have an opinion on it because 
my feeling was that I wanted to convert the 
investment into cash. 

Q You say converted into cash? 

r Either negotiable securities or cash. 


Q Was it your intention upon receiving the 


aaa 
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2) freed stock that you thought you had received that 
Z ycu would immediately at that point sell it, 
; thereby turning it into cash? 
. | A Yes. 
6 Q Was it your understanding that based 
7| on the paragraph on page 9 that you read that you 
a| would be entitled to get cash for your Atron 
2 | securities if the merger was not approved by the 
@ 10| shareholders? 
| MR. DEVINE: I object to the 
12 | question. I don't think he said 
® 13) anything about getting cash if the 
" merger was not approved by shareholders. 
"| MR. PALTROWITZ: That's what 
. 16 | I'm asking. 
7 | MUR. DEVINE: He was referring to 
. @ 18 the portion of the proxy statement | 
of which deals with dissenting Fate OO 
20 | not approval or disapproval of the 
ad 21 | merger. You can dissent from an 
| approved merger. 
> 23 | Q I think you stated in your testimony 
24 | that after having read this prospectus specifically, 
2s | the two paragraphs that you quoted, that you 
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felt you would either get free stock in MDS or you 


would get cash for you Atroa shares, is that correct, 


if you dissented? 


A If I dissented and the merger went through. 
Q As best as you can recollect, can 
you tell me whether or not you would have been in 
favor of the proposed merger had you known that 
you would not get free MDS stock? 
A I would not have voted for the merger. 
Q Your vote therefore was conditioned 
on your belfef that you would get free stock? 
A Absolutely. 
MR, DEVINE: I wouldn't want 
any confusion as to whether it was 


a conditional vote. It was based on 


that. 
Q Did you, in fact, vote your shares? 
A Yes. 
Q Did you, in fact, vote them in favor 


of the merger? 
A Yes. 

Q Did you receive any other documents 
of any kind other than the press release and the 


proxy statement concerning the proposed merger? 


* # # 
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| Ludt ee 
2 | one else present. John French has an office in the | 
3 | Chrysler Building. I see him frequently. Lepow | 
4 has an office somewhere else in town. I see him | 
5 | occasfonally. These are personal friends of mine. 
6 | Q The conversations that you had with 
7 ‘Mr, Lelandais, were they by telephone? 
8 | A Yes, probably because he's downtown and the | 
9 | other two people had offices uptown, 
Qn 10 | Q Do you recollect meeting with him? 
11 | L With Le’ andais on this specific matter? | 
12| Q Yes. 
® 13 | A No 
a 9 Did you, in fact, receive shares of 
+ Mohawk Data Sciences Corporation in exchange for 
7 your Atron Corporation shares ? 
* MR. DEVINE: You are distinguishing 
e 18 | between certificates? 
| Q Certificates. 
20 | A Yes, but I think a more complete answer to 
© 21 that question is necessary. 
i 22 MR. DEVINE: Give ft. 
o 23 | A After the merger was announced, I placed an 
24 | order with 8o0b Whalen who was with Fund$~ock &.. 


| 
ad Company. I told him that I owned 5,312 shares as a 
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result of the merger. I asked him whether I could 


tender te him the Atron certificates as delivery 


702a 


against 5,312 shares of Mohawk. I sent him the 
certificates and a copy of the proxy statement. 

He read ti.2 proxy statement. He sold the 5,312 
shares of Mohawk and submitted the Atron certificates 
to Mohawk's transfer agent which I belfeve was 
Chemical Bank. 

Several] days later, he called me quite 
agitated and said that the Chemical Bank was not 
prepared to issue three Mohawk Data shares and that 
this presented an awkward problem because on the face 


of it, it appeared that I had sold restricted shares. 


Surprise to me and several conversations took place 
from this point forward. I immediately got on the 
telephone to Mr. Ablove of Mohawk Data and asked 
him for an explanation of this situation which I 


felt was obviously a mistake. Ablove was very 


helpful, very understanding. He said that it was 


their original intention to issue free stock to all 
of the shareholders, and shortly before the merger, 


several of the shareholders who held restricted 


stock quieried ‘Mohawk as to whether they could, in 


' 
This development came as a great shock and 


| 
| 


2} 
| 
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fact, issue free stock. 

Mohawk referred the matter to their legal 
counsel who felt that in viewof the question which 
had been raised, it might be preferable for them 
to issue restri.ted stock and file a subsequent 


registration statement. 


On that same day, I called Nr. Rifenberg of 


eS es t-tests ssesessesenseesnsnee 


Atron in Ninneapolis. He conveyed essentially the 
same information to me. I asked him why the Atron 
shareholders were not advised of this change in | 
the plans and he said this had been in an 
unexpected last minute development. I conveyed 
the substance of these two telephone conversations 
to ‘Nr. Whalen of Farnstock and in order to put his 
mind at ease, { asked him to talk directly to 

Mr. Ablove. He did so and received essentially the 
same information. 

As a result ~* this, Farnstock decided to 
let the original sales transaction stand on their 
books and they suggested that I buy in 5,312 
shares of Mohawk to cover the short position. 

Q Mr. Ludt, I notice during your 


testimony you were referring to some notes there, 


Can you tell me what those notes are? 
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the date of the sale of those shares? 
MR, DEVINE: Yes. 

Q Directing your attention back to 
Defendant's Exhibit F, which is tue proxy statement 
you received, I belfeve you testified that you had 
occasion to read the entire proxy statement? 

A Yes. 

Q Did you read the portions of the proxy 
statement that contain financial statements and | 
related notes of Mohawk Data Sciences? 

A Yes. 

Q Can you tell me what it was in that 
proxy statement that led you to believe that certain 
statements concerning Mohawk's financial condition 
were false and misleading? 

MR. DEVINE: I object to the 
question. I don't think there {is 
any testimony that anything in there 
led him to believe that. 
A There is nothing in this statement which led 
me to believe that the figures were mis?eading. 
The answer to your question is I accepted the data 
contained in this proxy statement as being correct. 


Q I show you a copy of what is entitled, 
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Amended complaint in this proceeding and direct 
your attention specifically to paragraph 56 and ask 
you if you ever have seen that before. 


(Handi... document to Wtness.) 


A I have seen this before. 
Q Referring to -- 
A This was after the fact. 
Q Referring you to subparagraph A through 


D, of paragraph 56, I ask you what information came 
to your attention that has led you to believe that 
the financial statements contained in the proxy 
statement were false and misleading as indicated in 
those subparagraphs? 
A Well, Mohawk Data's own press release within 
a matter of days after the merger took place indicated 
that they were making a very basic change in their 
accounting policies and therefore, the figures in 
this proxy statement were going to change 
substantially. 

Q That press release was subsequent 
to the effective date of the merger? 
7 Yes. 

Q Do you believe that Mohawk Data 


Sciences or Atron Corporation was aware of that 
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information prior to the effective date of the 
merger? 
A Aware of the fact thatthey were going to 


change their accounting policies? 


Q Yes. 
A They must have been. 
Q Do you have any information other than 


your belief which indicates to you that anyone at 
Atron or Mohawk did, in fact, know, prior to the 
effective date of the nerger, that there would be a 
change in their finencial position? 
8 Well, it’s a matter of simple business logic. 
I have been in key executive postttons in three 
major companies and a company does not change its 

ccounting policies materially without discussing the 
matter with its Board and with its auditors and this 
is simply not something which you do on the spur 
of the moment within four or five days after a merger 
has taken place, | 

Q Is that the only information that you 

have on which you base that conclusion? 
“ That's how it normally works. I'm President 
of a public company right now and we couldn't change 


our accounting policies on the spur of the moment 
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without some very detailed and exhaustive discussions 
with our auditors. 

Q Directing your attention to subparagraph 
D of paragraph 56, can you tell me what information 
you had or have concerning releases concerning the 


charge made therein? 


A What information I have? 
Q Yes 
A The answer to the question is that this is 
not something which I personally have knowledge of, 
but information which came to our attention 
subsequently. 
Q Who is the, “Our" you were referring to? 
MR. DEVINE: Where? 
Q You just testified the information 
which came to "Our attention subsequently". Who is 
the "Our"? 
A Mine. 
4) Yours personally? 
A Yes. 
ty How did it come to your attention? 
A It says so right here in the Wall Street 
Journal press release. 
Q What is the date of that press release? 


———————— 
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MR. DEVINE: May 5, Wall Street 
Journal, 
& It says: " Mr. Rifenburg said that in 


connection with the change in fiscal period, the 


company is reviewing various accounting matters includ- 


ing the establishment of reserves for idle model 1100 
data recorders, accounts receivable and inventories 
and a change in the account, treatment for past sales 
of equipment to third party leasing companies. 
Mohawk Data Sciences has stopped its sales 
to leasing companies which ran at about $1,100,000 
a quarter for seven quarters. Mr. Wells said 
accounting adjustments will apply back through the 
nine months fiscal year. A significant thing he 
said is that the company has decided it will be 
better to account for sales to lessors as financings 
rather than sales. The adjustment would apply to 
previous fiscal years, too." ; ; 
Now, this in my judgment, you don't make this 
fundamental change in your whole acc wns ng policy 
within four days after a merger has concluded. This 
is obviously a study which had been underway within 
Mohawk Data for sometime. 


MR. PALTROWITZ: I have no 
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I, Dennis Stanga, do hereby certify that I am the duly qualified 
elected Ascietant Secretary of Atron Corporation, a Minnesota corporation, 
and that the resolutions set forth below were duly adopted by the affirma- 
tive vote of the holders of more than two-thirds of the outstanding common 
shares of Atron Corporation at a special nesttne of the shareholders of 
Atron Corporation held on April 30, 1971 and that each of said resolutions 


is still in full force and effect: 


RESOLVED, That the Stockholders of Atron Corporation 
hereby adopt the Agreement and Plan of Merger providing 
for the merger of Atron Corporation with and into MDS-Atron, 
Inc. a wholly-owned subsidiary of Mohawk Data Sciences 
Corp. in the form presented to this meeting. 


FURTHER RESOLVED, That the President or any Vice- 
President and the Secretary or Assistant Secretaty is 
authorized and directed to sign appropriate Articles 
of Merger to effect chis transaction and to have such 
Articles of Merger filed with the Secretaries of the 
State of Minnesota and the State of Delaware and to 
take such further actions as they may deem necessary Or 
advisable to consummate the transactions contemplated 
by the Agreement and Plan of Merger. 


P coeees IN WITNESS WHEREOF, I have set my hand and the seal of Atron 


Corporation this 30th day of April, 1971. ° 


ATRON CORPORATION 


. 
~! **. 8 


and 


bi i eyes one By pen ab man, 


Assistant Secretary 


ee 
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ATRON CORPORATION 
OATH OF INSPECTORS OF ELECTION 
ne EEL TUNG OF ELECTION 
STATE OF MINNZSOTA) 


)ss 
COUNTY OF RAMSEY ) 


The indletink iad do hereby swear to, faithfully and 
to the best of their ability, execute and perform the duties 
of inspectors of election at the Special Meeting of Atron 
Corporation, to be held at 2525 East 78th Street, Bloomington, 


Minnesota on April 30, 1971. 


ee By 


"Dean sth 


“Svorn to before me this 


30th day of nyt oy, 


aun) fy. 
“notary Public, 2 Menke eat 
« Minnesota. 


Hy Conmaission Expires: 4-39-76 


(Notarial Seal) 


BARBARA AY 0%: 
Notary Putt c. Laine: Vin, 


‘y Comniiss cn nlsal ix 29, 1976 
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REPORT OF INSPECTORS OF ELECTION 
ee EE 


The undersigned do hereby swear that they have executed 
and performed to the best of their ability all the duties of 
inspectors of election at the Special Meeting of Atron Corporation 
held at 2525 East 78th Street, Bloomington, Minnesota, on April 30, 
1971 


The undersigned further swear that to the best of their 
knowledge the following is a true and accurate account of the votes 
cast for or asainst the edoption of an Agreement and Plan of Merger 
for the merger of Atron Corporation into MDS-Atron, Inc., as more 
fully explained in the Proxy Statement. A 


FOR 22+/ 7574 AGAINST .7 Zen 


Dated: April 30, 1971 
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LISTING APPLICATION TO ~ ‘Defendants ' Exhibit D B-41 
NEW YORK STOCK EXCHANGE, INC. April 29, 1971 


MOHAWK DATA SCIENCES CORP. 
. 273,965 ADDITIONAL SHARES OF COMMON STOCK 


223,777 SHARES 10 BE ISSUED 
IN CONNECTION WITH THE MERGER OF ATRON CORPORATIC;' 
and 
‘50,188 SHARES TO BE RESERVED 
FOR ISSUANCE UPON EXERCISE OF STOCK OPTIONS 
AND WARRANTS ASSUMED IN CONNECTION WITH THE MERGER 


Numbcr of Shares of Coramon Stock Ais Number of Stockholders of 
Issued and Outstanding as of April 16, 1971: Record as of March 26, 1971: 
5,484,131 8,559 


— — EO EE EEO 
_———— 


DESCRIPTION OF TRANSACTION 


Pursuant to an Agreement and Plan of Merger dated as of March 12, 1971 (the “Agreement of Merger”), 
Atron Corporation (“Atron”) will be merged into MDS -Atron, Inc. (“MDS-Atron”), a wholly - owned 
subsidiary of Mohawk Data Sciences Corp. (the “Company”). 


At the effective date of the merger, which is expected to be on or about April 30, 1971, each Common 
Share of Atron issucd and outstanding (exclusive of Common Shares of Atron held by the Company) wil! 
be converted into % of a share of Common Stock of the Company, par value 10¢ per share. No fractional 


“shares will be issued and each Atron shareholder who would otherwise be ce to fractional shares will 


receive cash in lieu thereof. 


In accordance with the Agreement of Merger, all qualified stock options to odiaiiie Atron Common 
Shares outstanding at the effective date will be assumed by the Company or MDS-Atron, as contemplated 
by Section 425 (a) of the Internal Revenue Code of 1954, as amended, and will represent options (the “Op- 


Vvug 


tions”) to purchase shares of the Company's Common Stock. The Options are “qualified” stock options, pro- _ 


vide for the issuance of shares of Common Stock of the Company upon payment of the option price in full in 
cash, are non-transferable otherwise than by will or the laws of descent and distribution, and contain ap- 
propriate anti-dilution adjustments in the event of certain corporate actions by the Company. On March 
26, 1971 options to purchase 30,752 Commion Shares of Atron were outstanding, and an aggregate of 7,6SS 
shares of Common Stock of the Company may become issuable upon exercise of the Options. 


in addition, the Company or MDS-Atron will assume the obligations of Atron with respect to outstanding 
warrants to purchase 170,000 Common Shares of Atron (the “Warrants”), pursuant to which the Company 
may be obligated to issue an aggregate of 42,500 shares of Common Stock. 


Reference is made to Atron’s Proxy Statement dated April 16, 1971, attached hereto and made a part 
hereof, for. information concerning the proposed merger and a description of the history, business and 
propertics and financial statements of Atron. 


The Comp. any has made an examination of the business, assets, financial condition and management 
of Atron, and decins the me rger to be in the best interests of the Company and its stockholders. To the Com- 
pany’s knowledge, no offiver or director of the Company has any direct or indirect beneficial interest in Atron. 


The merger will be treated for accounting purposes as a “pooling-of-interests.” This accounting treat- 
ment has been reviewed by S. D. Leidesdorf & Co., the Company's independent public accountants, and 
approved by thein as being in accordance with gencrally accepted accounting principles. 


RECENT DEVELOPMENTS 


There have been ne important developments affecting the Company or its business, notice of which 
has not already been released to the public. 


713a 


Defendants' Exhibit D 
Mohawk Data Sciences Corp. - Page 2 


AUTHORITY FOR ISSUANCE 


At a meeting held on March 2, 1971 the Board of Directors of the Company approved and authorized 
the Agreement of Merger and, in connection therewith, the merger of Atron into MDS-Atron, and author- 
ized the issuance of the shares of Common Stock issuable upon consummation of such merger and upon the 
exercise of the Options and the Warrants. No further corporate action is required by the Company. The share- 
holders of Atron will vote upon the merger at a special mecting to be held on April 30, 1971. 


OPINION OF COUNSEL 


Messrs. Beekman & Bogue, Five Hanover Square, New York, New York 10004, counsel for the Com- 
pany, have filed their opinion with the New York Stock Exchange, Inc. in support of this application to 
the effect that (i) the shares of Common Stock of the Company issuable upon consummation of the merger 
of Atron or which may be issued upon the exercise of the Options or the Warrants have been duly authorized 
and, when issued in connection with such merger or upon such exercise (and assuming the Company receives 
a consideration equal to or greater than the par value thereof upon due exercise of the Options or War- 
rants), will be validly issued, fully paid and non-assessable, and no personal liability will attach to the owner- 
ship thereof, except insofar as liability may be imposed under Section 630 of the Business Corporation Law of 
the State of New York (the state under the laws of which the Company is incorporated and in which its prin- 
cipal executive offices are located); and (ii) registration under the Securities Act of 1933, as amended, of 
the shares of Common Stock of the Company to be issued and delivered upon consummation of the merger 
is not required since no sale of said shares will be involved within the meaning of said Act by reason of 
Rule 133 of the General Rules and Regulations thereunder. The Company has undertaken to furnish to the 
New York Stock Exchange, Inc., prior to the issuance of any shares of Common Stock which become 
issuable upon the exercise of the Options or Warrants, an opinion of counsel with respect to the existence 
of an effective Registration Statement under said Act covering such shares or the availability of an exemp- 
tion from registration thereunder in connection with such issuance, and to notify the New York Stock Ex- 
change, Inc. of the issuance of such shares. 


MOHAWK DATA SCIENCES CORP. 


" WAYNE WELLS 
Executive Vice President 


The New York Stock Exchange, Inc. hereby authorizes the listing upon official notice of issuance of: 


223,777 additional shares of Common Stock, par value 10¢ per share, of Mohawk Data Sciences 
Corp. upon effectiveness of the merger of Atron Corporation into MDS-Atron, Inc., and 


7,688 © additional shares of Common Stock issuable upon exercise of qualified options granted 
by Atron Corporation and assumed in connection with such merger, and 


42,500 additional shares of Common Stock issuable upon exercise of Warrants granted by Atron 
Corporation and assumed in connection with such merger, 


all as hereinabove set forth, making a total of 7,018,655 shares of Common Stock authorized for listing. 


PHILLIP L. WEST, Director ROBERT W. HAACK, President 
Department of Stock List ; New York Stock Exchange, Inc. 
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ATRON CORPORATION 


1256 Trapp Road 2 
St. Paul, Minnesota 55121 


April 16, 1971 


To the Sharcholders: 


A special meeting of shareholders of Atron Corporation will be held on April 30, 1921 to vote 
Upon a proposed merger of Atron into a wholly-owned subsidiary of Mohawk Data Sciences Corp. 


Management has concluded 
shareholders and recommends tha 


I urge each shareholder to sign, 


date and return the enclosed Proxy and to vote for the proposed 
merger. 


FAILURE TO SIGN AND RETURN YOUR PROXY, UNLESS YOU ARE TO BE PRESENT 
AT THE MEETING, IS EQUIVALENT TO A VOTE AGAINST THE PROPOSED MERGER. IT 


PROMPEEORE IMPORTANT THAT YOU COMPLETE AND RETURN YOUR Gaon 
PROMPTLY. 


Very truly yours, 


hd tems. 


Joseph S. Stovienburgh F 
President 
/ 
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ATRON CORPORATION 


1256 Trapp Road 
St. Paul, Minnesota 55121 


‘Notice of Special Meeting of Shareholders 
to be held April 30, 1971 ; 


To the Shareholders of Atron Corporation: 5 


A special mecting of the sharcholders of Atron Cor 
1971 at 10:00 o'clock a.m. at the Sheraton Motor Inn, 25 
55420 to consider and ‘vote upon: 


poration will be held on Friday, April 30, 
25 East 78th Strcet, Bloomington, Minnesota 


1. Adoption of an Agreement and Plan 
poration with and into MDS-Atron, Inv: 
e Corp., as more fully described in the a 


of Merger providing for the merger of Atron Cor- 


-+» 4 wholly-owned Subsidiary of Mohawk Data Sciences 
ccompanying proxy statement, 


2. Such other business as may properly come before the meeting. 


The Board of Directors has fixed March 26, 1971 at the close of business as the record date for 
determining shareholders entitle 


d to notice of and to vote at the meeting. 


ra : 
By Order of the Board of Directors 
April 16, 1971 George P. Flannery, Secretary 
® 
Ne ne 
e IMPORTANT 
THE AFFIRMATIVE VOTE OF THE HOLDER3 OF AT LEAST TWO-THIRDS OF THE 
OUTSTANDING SHARES OF ATRON CORPORATION IS REQUIRED FOR ADOPTION OF 
THE AGREEMENT AND PLAN OF MERGER. IT IS IMPORTANT THAT YOUR SHARES BE 
REPRESENTED AT THE MEETING REGARDLESS OF THE NUMBER OF SHARES YOU 
® MAY HOLD. PLEASE FILL IN, SIGN, DATE AND RETURN PROMPTLY THE ENCLOSED 
PROXY IN THE ENCLOSED ENVELOPE. , 
e 1 
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. INDEX 


Purpose of the Mceting ier CRAM OE hae eee aaa enee oe melede iad 
Solicitation of Proxies : , 


Te OOORS OSCE HOC ORODS WO O40) 6046.0'0600600060600 008 


Sees eeeeseeeeseeseesese @eeereeeeeeeeee 


ee GME eeu o sce c been Kade ° 
Atron Warrants and Options 
' Conditions 


eee eeeees CCPC CHCET CCH ELC EE OOEEEEEEEESe 


parative Net Income ........... sevccces 
Comparative Book Values 
Dividends 


ecoeoeeeoereceosoceecceoeee See eee eeeeeeeee 


' Statement of Operations and Deficit of Atro 
Cor lidated Statement of Income of Mohawk and Subsidiaries. . . 
Pro Form Combined Statement of Income of Mohawk and Atron 
Pro Forma Combined Statement of Income of Mohawk, Atron and Colorado 


Business and Properties of Atron 
General 


Marketing 
Production 


Business and Properties of Mohawk 
General 


2 
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a PROXY STATEMENT 
ATRON CORPORATION 


Special Meeting of Sharcholders — April 30, 1971 
PURPOSE OF TIIE MEETING 


The accompanying proxy is solicited by the management of Atron Corporation (“Atron”) for use 
at the special meeting of sharcholders to be held on April 30, 1971. The special mecting has been called 
by the Board of Directors of Atron to consider and vote upon the adoption of an Agreement and Plan 
of Merger dated as of March 12, 1971 (the “Agreement of Merger”) providing for the merger of Atron 
into MDS-Atron, Inc. (“MDS-Atron”), a wholly-owned Subsidiary of Mohawk Data Sciences Corp. 
(“Mohawk”). Atron is a Minnesota corporation, MDS-Atron a Delaware corporation and Mohawk a 
New York corporation. The Proposed merger will be effected under the Minnesota Business Corporation 
Act and the Delaware General Corporation Law. The material provisions of the Agreement of Mcrg- 
er are summarized below. 


Adoption of the Agreement of Merger will require the affirmative vote of the holders of two-thirds 
of the outstanding Common Shares of A.tron. 


The information contained in this Proxy statement concerning Mohawk, MDS-Atron and Colorado 
Instruments, Inc. (“Colorado”) has been furnished by Mohawk. Reference is made to “Business and 
Properties of Mohawk — Proposed Merger of Colorado Instruments, Inc.” 


SOLICITATION OF PROXIES 
The person signing the accompanying proxy may revoke it at any time before its exercise. Each 
valid proxy received will be voted at the meeting unless revoked, and if a choice is specified in the form 
of proxy it will be voted in accordance with such specification. If no choice is specified, such proxy will 
be voted in favor of the merger. A sharcholder's right to revoke his proxy is not limited by or subject to 
compliance with any specified formal procedure. 


Shareholders of record at the close of business on March 26, 1971 will be entitled to vote at the 
meeting. Atron then had 1,090,110 Common Shares outstanding, each of which entitles the holder to 
one vote. 

The only person holding uf record or known to Atron to own beneficially more than 10% of its 
outstanding Common Shares is Mohawk, which on March 26, 1971 owned of record and beneficially 
* 195,000 Common Shares or 17.8% of the outstanding shares. An additional 16,000 Common Shares 
(1.5% of the outstanding shares) were held at such date by Marine Midland Bank-Western, as Trustee 
of the Mohawk Employees’ Pension Plan Trust. The officers of Atron held of record and heneficislly on 
such date an azercgate of 151,072 Common Shares (13.9% of the Outstanding shares). All of such 
shareholders have indicated their intent to vote their shares in favor of the adoption of the Agreement 
of Merger. | 

The cost of this solicitation of Proxies will be borne by Atron. In addition to soliciting proxics 
by mail, officers and regular employces of Atron may solicit proxics by mail, telephone or in person, 
without additional compensation. Atron may request brokerage houses, nominees, custodians and fidu- 
ciaries to forward soliciting material to the beneficial owners of Atron Common Shares and will teim- 
burse such persons for their expenses so incurred. Also, Atron may engage professional proxy solicitors 
to solicit proxics. If it docs So, the estimated cost will be $5,000. 
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* THE AGREEMENT OF MERGER 


The {rllowing is a summary of portions of the Agreement of Merger. A copy of the complete 
Agreemcat of Merger will be furnished by Atron to shareholders upon request to Atron. 
Merger of Atron into MDS-Atron 7 
* On the effective date of the merger, Atron will merge into MDS-Atron, a newly formed subsidiary 
of Mohawk, which will continue as the surviving corporation under the laws of the State of Delaware, 
and the corporate cxistence of Atron will thereupon ccase. All properties, assets, busincss, rights, and 
interests of Atron and MDS-Atron will be vested in MDS-Atron and all debts, liabilitics, obligations and 
dutics of Atron and of MDS-Atron will become debts, liabilities, obligations and dutics of MDS-Atron. 
The effective date of the merger will be the later of the date of filing of the Agreement of Merger with 
the Sccrctary of State of Delaware and the date the Secretary of State of Minnesota issues a certificate 
of merger. 

After the merger, the business theretofore conducted by Atron will be conducted by MDS-Atron as 
a wholly-owned subsidiary of Mohawk. The officers and directors of MDS-Atron upon the merger 


becoming cflective will be the following: : 


~Name_ Ome 
Richard P. Rifenburgh - Chairman of the Board and Director . 
Joseph S. Stoutenburgh President and Director 
Mark M. Koschmann ; Vice President and Director 
Dennis C. Stanga Vice President 
Robert J. Gountanis Vice President 
Finley E. McLeod Vice President 
Herman Osofsky Vice President NE 
Wayne Wells ‘ ‘Treasurer and Director 
Philip J. Ablove Secretary 
Richard L. Karpen Director 


All of the foregoing persons listed as officers of MDS-Atron, except Messrs. Rifenburgh, Wells 
and Ablove, hold the same offices with Atron. Mr. Rifenburgh is P--sident and a director of Mohawk, 
Mr. Wells is Executive Vice rresident, Treasurer and a director ut aaOhawk, and Mr. Ablove is Vice 


President and Secretary of Mohawk. Mr. Karpen, who is a director of Atron, is Executive Vice President 
and a director of Mohawk. 


Exchange of Stock 


Each Common Share of Atron, par value 20¢ per share, o . tanding on the effective date of the 
merger (other than shares owned by Mohawk or by dissenting shareholders who have demanded pay- 
ment for their shares) will be exchanged for and converted into one-fourth of a share of Common Stock 
of Mohawk, par value 10¢ per share. Sce “Reasons for Merger and Recommendations of Directors” 
below for information on the determination of the exchange and conversion ratio. No fractional shares 
will be issued; in licu thereof shareholders will be paid. without interest. an amount equal to the valuc 
of the fractional share based upon the closing price of Mohawk Common Stock on the New York Stock 
Exchange on the effective date of the merger. The Common Shares of Atron owned by Mohawk will be 
cancelled and no shares of Mohawk Common Stock will be issued to Mohawk with respect to such 
sharcs. 

Shares of capital stock of Mohawk and of MDS-Atron outstanding on the effective datc of the 
merger will remain unchanged by the merger. 
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The conversion of shares of Atron into sharcs of Mohawk as set forth above will occur automat- 
ically and without any further action on the part of the Atron sharcholders. Each certificate represcoting 
Atron Comnion Shares Outstanding on the effective date of the merger shall thereafter be deemed to rcp- 
resent the number of whole sharcs of Common Stock of Mohawk into which the Atron Common Shares 
have been converted. 


The stock transfer books for Atron Common Shares will be closed after the effective date of the 
merger. Certificates for Atron Common Shares should be exchanged for Mohawk certificates prior to sale 
Or disposition since Atron certificates will not constitute good delivery of Mohawk Common Stock on 
the New York Stock Exchange. 


Atron Warrants and Options 

After the effective uate of the merger, each qualified stock option and warrant to purchase Com- 
mon Shares of Atron then issyed and outstanding shall thereafter entitle the holder of such option or 
warrant upon cxercise to receive one-fourth share of Common Stock of Mohawk for each full Common 
Share of Atron covered thereby (with fractional shares not to be issued and any payment for such frac- 
tion to be refunded) and the exercise Price per share of Mohawk Common Stock shall be four times 
the exercise price per Atron Common Share contained in the yption or warrant. The antidilution ad- 
justments in the option or warrant agreements will, after the mer.er, apply to certain corporate actions 
by Mohawk. See “Capital Structure” and Notes E and F of the Notes to Atron’s Financial Statements 
for further information with respect to such options and warrants. 


Conditions 

The merger will be terminated and abandoned if (1) the merger is not apptoved by the holders 
of two-thirds of the outstand..; Common Shares of Atron; (2) the Mohawk Common Stock to be 
issued in connection with the transactions contemplated by the Agreement of Merger is not listed on t} 
New York Stock Exchange subject to official notice of issuance; (3) Atron docs not reccive a ruli 
from the Internal Revenue Service or an opinion of counsel as described under “Federal Tax Status ot 
Merger”; (4) an order of a court or administrative agency shall be in effect restraining the consum- 
mation of the merger; or (5) the merger is not compieted by july.31, 1971 or any later date as to which 
the partics may agree. 


Either Atron or Mohawk may terminate the merger prior to its consummation if (1) the other 
party shall suffer any less by fire, fiood, tornado, riot, accident or other calamity, whether or not in- 
sured, which shall sudstantially and adversely affect the value of its assets or business; or (2) any repre- 
sentation made by the other party in the Agreement of Merger shall prove to be substantially untrue. 
Atron may terminate the merg:t prior to its consummation if it docs not receive from counse! to and 
Officers of Mohawk and MDS-:' .... {, -orable opinions, letters or certificates with respect to the busi- 
Ness, Operations. financial cor .tions and legal status of Mohawk and MDS-Atron, the validity of the 
merger provecdings and certa.a other mistters. Mohawk may terminate the merger prior to its consumma- 
tion if (1) the holders of more than 106 of the Outstanding Common Shares of Atron object to the 
merger and demand payment in cash for their shares; (2) Mohawk and MDS-Atron do not receive from 
counsel to and officers of Atron favorabic opinions, Ictters or certificates with respect to the busincss, op- 
erations, financial condition and legal status of Atron. the validity of the merger proccedings and cer- 
tain other matters; or (3) Mohawk does not reccive commitments from certain shareholders of Atron 
with respect to the disposition of the shares of Mohawk Common Stock to be reccived by such persons 
in connection with the merger. 
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REASONS FOR MERGER AND RECOMMENDATIONS OF DIRECTORS 


The directors of Atron have approved the Proposed merger and the management of Atron recom- 
mends that sharcholders vote in favor of the merger as being in the best intercsts of Atron and its 
shareholders. 


The management of Atron belicves that the proposed merger will substantially benefit the dis- 

. tribution of Atron products, particularly to end users. To date, over 90% of Atron sales have consisted 
of sales of smal] computers and related equipment, to Mohawk, which produces and markets various 
systems which include the Atron computer and various peripheral products manufactured by Mohawk. 


In 1970, the computer industry, along with the gencral United Statcs economy, suffered a signifi- 
cant declins. As a result sales and profit margins were reduced and manufacturers in the field in which 
Atron operates tended to manufacture higher proportions of the sysiems sold or leased by them. This 
served to reduce the original equipment market available to a company like Atron which produces prin- 
cipally one component of a system. Consequently, Atron management believes that its future growth in 
the small computer field would require extension into the end user market. Management also believes 
that successful compctition in the end user market by Atron will require an expanded seles and service 
organization, facilitics for the manufacture of + higher proportion of the components included in its sys- 
tems, and the financial ability to offer leasing of equipment to customers. Atron has recently designed 
and oficred systems of various capacities, which include the Atron small computer, but the other periph- 
eral devices of the systems are purchased from others, mrincipally Mohawk. Atron has developed only - 
limited sales force and relies primarily on Mohawk, under a contractual arrangement, for equipme 
maintenance. 


The end user market is highly competitive and more companies are entering the field. Atron 
‘Management belicves that the proposed merger will enhance the position of the combined businesses in 
‘the end user market for several reasons. A high percentage of the components of the Mohawk systems 
will then be manufactured by the combined businesses permitting more competitive pricing. Furtacrmore, 
- Mohawk has an established marketing and service organization and has the experience and financial 
capabilities to offer Jeasing of equipment to customers. 


The terms of the proposed merger were arrived at through negotiations between officers of Atron 
and Mohawk, with consideration being given to the current and prospective earning power of both com- 
panies, their financial conditions and growth possibilitics, the relative market value of their capital shares, 
the manufacturing rights of Mohawk described under “Business and Properties of Atron”, and other 
matters. Management considers the merger to be a sound and constructive step in the interests of Atron 
shareholders and recommends that share! .‘ders vote in favor of the merger. 
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CERTAIN DATA WITII RESPECT TO THE SECURITIES OF ATRON AND MOHAWK 


The following data shov'd be read in conjunction with the financial statements and the notes thercto 
appearing clscwhere in this proxy statement and are sct forth solcly as a summary record of results in 


the past which should not be taken as necessarily indicative of future prospects or currently realizable 
values. 


Comparative Market Prices 


There was no public market for the Common Shares of Atron prior to a public offcring which was 
commenced on January 14, 1970. The pub..c offering was of units consisting of tvo Common Shares 
and a warrant to purchase one Common Shee at an exercise price of $17.00 per share. The public of- 
fering price of the units was $30.00 per unit. The Common Stock of Mohawk is listed on the New York 
Stock Exchange; from October 1967 to February 1970, its Common Stock was listed on the American 
Stock Exchange. The following -table sets forth for the periods indicated the high and low bid prices 
of Atron Common Shares in the over-the-counter market (which have been furnished by the National 
Quotation Burcau, Incorporated) which rep-esent inter-dealer quotations without retail markup, mark- 
down or commission and do not necessarily represent actual transactions, and the high and low sales 


prices of Mohawk Common Stock on the American Stock Exchange through February 13, 1979 and on 
the New York Stock Exchange thereafter. ‘ — ; 


On April 14, 1971, the hi 
market was $9.13 and the reported last sale 
Exchange was $40.13, Agreement 
Public on January 29, 1971. On the 
of Atron Common Shares in the over- 
Mohawk Common Stock on the N 


Afron . Mohawa 
Bid Prices Sales Prices 
High Low High Low 
1969: ASE 
Tet quarter... cccccce coon om — $79 $59% 
Me CEE oon cccnwancs _— — . .. 8%. 66% 
Pe INE sib as wicker as _— _ ' 89% 69 
GE waikcal kkk oo se 81% 68 
1970: 
Ist quarter (since : . 
- Jan. 14 for Atron)...... $21% $9 87 68% 
; NYSE 
; a $5% 
2nd quarter .....,...... 9% 3% 63% 2i% 
Sed quarter ......0c0cce. - 5% 2 41% 18% 
4th quarter .............. 8% 5 40% 23% 
1971: 
Set quarter... cece. +» 8% 5% 37% 23% 
2nd quarter (to April 14)... 9% 1% 40% 35% 


7 


gh reported bid price of Atron Common Sh 


ares in the over-the-counter 
price of Mohawk Common Stock on the New York Stock 
va principle on the merget was reached and announced to the 
preceding day the average of the hi 
the-counter market was $7.75 an 
ew York Stock Exchange was $29.00. 


gh and low reported bid prices 
d the reported last sale price of 
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Comparative Net Income 


The net income (loss) per Common Share of Atron and per share and per one quarter share of 
Common Stock of Mohawk as well as the pro forma net income of Atron and Mohawk combined and 


Atron, Mohawk and Colorado combined per one quarter share of Mohawk Common Stock for the 
periods indicated are set forth below. 


Mohawk, 
Mohawk Atron aad 
and Atron Colorado 
: pro forma pro forma 
, combined combined 
pom . Mohawk Mohawk pers per 4 
a per ¢ per% share of share of 
per share of share of Mohawk Mobawk 
Common Com:non Common Common Commor 
Share Stock Stock Stock Stock 
1966—Income (loss) before a a I cs _— 
extraordinary items ..... _— ($1.07) ($ .27) a ($ .26) 
—Net income (loss) ....... —_ ( 1.11) ( .28) one ( 27) 
1967--Income (loss) before 
extraordinary items ...... -- 14 03 _ 03 ‘ 
—Net income (loss) ....... _— 28 07 = 07 ; 
1968—Income (loss) before 
. extraordinary items ...... — 39 10 _— 09 
—-Net income (loss) ....... — 58 14 os 14 
1969—Income (loss) before : 
extraordinary items ...... — 1,15 29. $ .26 .25 
—Net income (loss) ....... — 1.22 30 27 27 
1970—Net income (loss) ....... ($1.10) 1.52 38 / ae 30 
Three months ended—December 
31, 1970 for Atron, Octob=r 31, 
1970 for Mohawk, August 21, : 
1970 for Colorado 
—-Net income (loss) ....... € 83) 23 ‘ 06 05 04 


Comparative Book Values 


The book value per Common Share of Atron and per share and per one quarter share of Common 
Stock of Mohawk at the end of their respective fiscal years and the pro forma combined book value of 
Atron and Mohawk and of Atron, Mohawk and Colorado per one quarter share of Mohawk Common 
Stock as of their respective fiscal year ends were as follows: 


Book Value 

Atron, per Commun Share (at September 30, 1970)... ..cccccccces $3.95 
Mohawk, per share of Common Stock COR FU St, SOFOP sock decans 8.49 
Mohawk, per %4 share of Common Stock (at July 31, 1970). ......... 2.12 
Atron and Mohawk pro forma combined, per % share of 

Mohawk Common Stock .......... 00000. 409) COW bads + ceaeace 2.20 
Atron, Mohawk and Colorado pro forma combined, per +4 share of 

Mohawk Common Stock ........... as F stave Stle Soantseneces oo Dal 


Dividends 


Neither Atron nor Mohawk has paid any divi: ends on its capital stock. 
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*"FEDERAL TAX STATUS OF MERGER 


Atron has requested a ruling from the Internal Revenue Service to the effect that no gain or loss 
shall be recognized by Atron as a result of the merger, and that, a3 to Atron shareholders, (i) the con- 
summation of the merger will result in ncither gain nor loss for Federal income tax purposes except in 
connection with any moneys received in licu of fractional shares; (ii) the basis of the Common Stock 
of Mohawk received will be the same as the basis of Atron Common Shares converted, except that 
where cash is received in licu of fractional shares, such basis will be reduced by the excess of the cash 
. Teecived over the taxable gain; and (iii) the holding period for the Common Stock of Mohawk received 
will include the holding period of the Atron shares converted, provided that the shares surrendered con- 
stituted a capital asset in the hands of the Atron shareholders. In the event that no such ruling shall 
have been issued by the time of the special meeting of Atron’s shareholders but Messrs. Dorsey, Mar- 
quart, Windhorst, West & Halladay, counsel for Atron, shall have received reasonable assurance from 
the staff of the Internal Revenuc Service that a favorable ruling will be issued in due course, then Atron 
will receive an opinion of such counsel to the foregoing effect. 


In the opinion of such counsel, gain or loss will be recognized by dissenting shareholders of Atron 
who demand and receive payment for their shares. ° 


- 


RIGHTS OF DISSENTING SHAREHOLDERS 


Under Sections 301.40 and 301.44 of the Minnesota Business Corporation Act, shareholders of 
Atron who object to the merger with MDS-Atron and who comply with the provisions of those Sections 
arc entitled to receive payment of the fair cash value of their shares at the time the merger was 
authorized. 


In order to receive such payment, a sharcholder must, at any time prior to the date of the mecting, 
file a writ*sn objection to the merger in the office of the Secretary or Presideat of Atron and demand 
payment for his shares. Failure to vote against the merger will not constitute a waiver of the right to 

Such payment; however, a vote against the merger will not satisfy the requirement of written objection. 
-The demand for payment will be of no effect if the shareholder votes in favor of the merger, Or at any 
time consents thereto in writing, or if the merger is not in fact effected. Shareholders who do not 
object in writing and demand payment for their shares pursuant to the provisions of the Minnesota 
Business Corporation Act shall be deemed to have assented to the merger on the terms specified in 
the Agreement of Merger. . 


Sections 301.40 and 301.44 are sct forth in full as Exhibit I to this proxy statement. In the event 
dissenting shareholders and MDS-Atron do not agree on the value of the Atron shares, the siatute pro- 
vides for zn appraisal proceedi: 3. The appraisers’ expenses and fees, together with other expenses, not 
including counsel fees. will be paid by MDS-tron except that all or aay part of such costs and expenses 
may be assessed against any or all of the demanding sharcho!ders if a majority of the appraisers in good 
faith find that such dsmanding sharchoiders refused to accept an offer to purchase and such refusal was 
arbitrary, vexatious or otherwi: not in good fuith. 
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DESCRIPTION OF COMMON STOCK OF MOHAWK 


The holccrs of shares of Mohawk’s Common Stock are entitled t0 one vote for each share held, 
have equal rights to dividends from funds legally available therefor when, as and if «sclared by the 
Board of Directors, and are entitled, upon liquidation, to share ratably in all assets Iegally available for 
distribution to stockholders. The Common Stock is not redeemable and has no preemptive or conversion 
rights. All outstanding shares of Common Stock are fully paid and non-assessable by Mohawk, 


The Indenture dated as of December 15, 1969 between Mohawk and Chemical Bank, 2s Trustee, 
under which Mohawk issued $30,000,000 Principal amount of 514% Convertible Subordinated Deben- 
tures due December 15, 1994, restricts the payment of dividends (other than stock dividends) and the 
purchase of any class of capital stock of Mohawk to an amount not exceeding the sum of (a) Cénsoli- 
dated Net Earnings (as defined in said Indenture) accrued subsequent to July 31, 1969, (b) the agere- 
gate net procecds received by Mohawk from sales of its capital stock subsequent to J uly 31, 1969 (but 
only to the cxtent that such net proceeds are equal to or more than the aggregate cost of ail shares of 
_ Capital stock of Mohawk acquired or redeemed subsequent to July 31, 1969), and (c) $7,500,000. No 
" ash dividends have been declared or paid to date, and Mohawk does not intend to pay cash dividends 

on its Common Stock in the foreseeable future. : : 


A class of Preferred Stock, issuable in series from time to time by action of the Board of Directors, 
was authorized by the stockholders in 1968. All shares of such Preferred Stock, regardless of series, will 
be entitled to preference over shares of the Common Stock in the distribution of dividends or assets or 
both. At the date hereof no such serics of Preferred Stock has been created. 


The corporate laws of Minnesota and New York are similar in their main Provisions with respect 
to the important rights of sharcholders, such as the right to elect directors, to receive dividends, to 
share in the distribution of assets on liquidation, etc. Under the laws of both states, the rights of share- 
holders may be modified in the charter documents in many instances. Among the Statutory differences 
in the laws of the two states are the following: Under Minnesota law only, shareholders are expressly 
made liable for dividends unlawfully paid to them. Under Minnesota law the right of a shareholder to 
object to corporate action and demand cash payment for his shares extends to amendments to the 
charter substantially changing the purposes of the corporation or extending its duration. 
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CAPITAL STRUCTURE 


The existing capitalizations of Mohawk, Atron and Colorado at February 28, 1971, and as ad- 


justed, pro forma, to give cflcct to both proposed mergers, are as follows: 
: Mohawk Atroa 


Long Term Debt 
(including currcnt portions): 
6%% to 9%% Notes to 
° banks payable to 1976(1) $18,314,000 


Colorado 


2% %-7¥%29% + Mortgages(2) 1,012,000 _ $ 82,000 


Sundry Indcbtedness(3)....... 5,443,000 
Convertible Debentures(4): 
5%2% Convertible Subordi- 
nated Debentures duc De- . 
cember 15, 1994.......° 30,000,000 ter 
5%2% Subordinated Guaran- 
teed Debentures due 1989 15,000,000 
Capital Stock: Pe bi SA at eT een ets ene 
Common Shares, 20¢ par beeen .. 
value (5,000,000 shares 13 fake : ; 
WRENOCIZEE bc Shee s f 1,089,360 shs. (5) 


Common Stock, $1 par value 
(1,000,000 shares author- 
ized) 


$18,314,000 
1,094,000 
5,902,000 


‘ 


Wee. rR li. ,, $70,660 shs. (6) 


. Common Stock, 10¢ par 
: value (15,000,000 shares ; 
authorized) ........... 5,484,061 shs. (7) 


(1) Such notes were issued under credit acreements entered into as of February 26 


available until 1976. 


(4) The Convertible Subordinated Debentures duc December 15, 1994 and the Subordi 
due 1989 are convertible into Common Stock cf Mohawk ct $85.50 and $$2.00 per share, 
Ordinated Guaranteed Debentures were issued by a wholly-owned international finance subsi 
the payment of the Principal, premium. if any. and interest on such Debentures is cuarante 


, 197 
credit in the maximum amount of $50,000,000, ali of which is available until 1974 


re 


5,789,173 shs. (8) 


1 providing for the granting of 
and $23,000,000 of which is 


nated Guaranteed Debentures 
respectively. The Sub- 
diary of Mohawk and 
ed (on a subordinated 


were issucd provides 


for annual sinking fund payments, beginning in 1979, of 55 of the Principal amount thereof Outstanding on De- 


(S) In addition, 170.000 Common Shares were reserved for issuance upon the exercise of warrants and 71.640 shares 
were reserved for issuance upon the exercise of employce qualified stock options granted or which may be granted. 


(6) In addition, 10.000 shares of Common Stock were reserved for issuance upon the exercise o 


and 100,000 snares were reserved for issuance upon the exercise of employce 


which may be granted (options covering 66,150 shares were outstanding at Febru 


€ outstanding warrants 


qualified stock options granted or 


ary 28, 1971). 


(7) In addition, 401,666 shares of Common Stock were reserved for issuance upon the exercise of employee qualified. 
148,560 shares were reserved for 
issuance in connection with Mohawk's Stock Purchase Plan: and 533,805 shares were reserved for issuance upon 
the conversion of the Debentures referred to in Note + above. An additional 51,215 shares and 10.878 shares 


restricted and non-qualified stock options etanted or which may be granted: 


will be reserved for issuance upon exercise of the options and warrants referred to in Notes 


5 and 6 atove. 


(8) The Agreement of Merver contemplates the issuance of one share of Comaion Stock of Mohawk for each four 


Common Shares of Atron. No shares will be issued to Mohawk as a sharcholder of Atron. This calculation 
assumes that no fractional shares result from the conversion of Atron Common Shares in the merger, that no 
shareholders of Atron exercise their Appraisal richts, that no additional shares are issucd upon the exercise ot 
warrants or options, but assumes the issuance of $1,522 shares upon consummation of the Colorado merger. 


to Note J of Notes to Mohawk's 


Note: Refercnce is made to Note D of Notes to Atron's Financial Statements and 
Financial Statements for information regarding long term Icasc commitment 
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ATRON CORPOR .TION 
STATEMENT OF OPERATIONS AND DEFICIT 


The following statement presents the result. of operations of Atron Corporation for the year ended 
Septembcr 30, 1970. The statement has been examined by Hurdman and Cranstoun, Penney & Co., in- 
dependent public accountants, as sct forth in their report (as qualified) included elsewhere in this proxy 
statement. Ihe statement should be read in conjunction with the other financial statements of Atron 
Corporation and notes thercto included elsewhere in this proxy statement. ° 


Year Ended September 30, 1970 


Sales (a) eereeeeee Fe er ee eae OS CELA TREE ORSON OE eae $ 812,466 
Service and rental income (a) ..... dchine une eeakedeeSooha eee bee hr 83,017 
: 895,483 
COE Ge WE cess scisce tt eeeererccccccccccccccccscsesessss $608,606 : 
EO OO rre Wy PONE IIE 0 ion bcos noesdncvencnccdewabuses 70,985 679,591 
Geoes proGt ..sccccce. $b CRCdwneenS chen esos enseuseEES 215,892 
Expenses: Bihr 
Product devclopment .......... anisvelee ccccccccccccccecccess 624,092 
Selling, general and administrative......... CH eelepevecqececee |: --amnIae 
Amortization of developmental costs (b)..... coccvecccsvceeseces 161,609 1,514,837 
Operating loss ......... BOCs Sy Gonee ee sedee eb oa bemoan (1,298,945) 
Other income: 8 
“OURS s cnsie ce as Cece cccccccccccccccccccecccccccescccees | 210,167 
PD corcrbcbaudeeakens che derdsoteabennkideuean 1,474 211,641 
Net loss for the year and deficit......... Setonshwnes etbsceneeeayas . ($1,087,304) 
* PORTAGE HOE CUI CRIS. GED oa. ses ccerccccnscccccceccseasgeees i ($1.10) 
NOTES: 


PRINCIPAL CUSTOMER: ‘ . 
™ Sales and services to the Company's principal customer, Mohawk Data Sciences Corp., totalled $834,539 for 
the year ended Scptember 30, 1970. 


(6b) UNRECOVERED PROMOTIONAL AND DEVELOPMENTAL COSTs: 
Company was incorporated in Minnesota on November 27, 1968. . iu 
To September 30, 1969. the Company eneaced in arranging for facilities, developing operating and adminis- 
trative procedures, and developing its initial products. These costs totalled $484,828 (net of $24,958 in rev- 
enues during the preoperating stage). 
The Company commenced amortization of these costs on October 1, 1969, when regular production becan. The 
Company intends (subject to revision, if necessary) to amortize fully these costs over a period of 36 months. 
Since October 1, 1969, the Company has charged all additional product development to operations. 
(c) NET LOSS PER COMMON SHARF: ; ; i 
Net loss per commoa share has teen computed on the basis of averace shares outstanding during the year. 
Exercise of options and warrants has not been assumed since such assumption would result in a lesser loss 
per share. 


For the three months ended December 31, 1970, net sales were $613,686, service income was 
$23,858, and the nct loss was $146,155, equal to $.13 loss per share. For the comparable three-month 
period ended December 31, 1969 net sales were $77,488, service income was $42,819, and the net loss 
was $247,944, equal to $.32 loss per share. Such data are unaudited and, in the opinion of Atron, reflect 
all adjustments (which include only normal recurring accruals) necessary for a fair presentation of the 
results shown for such periods. The increase in net sales for the fiscal quarter ended December 31, 1970 
from the comparable quagter of the prior fiscal year was primarily duc to an incrcase in shipments to 
Mohawk which constituted in excess of 9050 of sales and service revenues for such quarter. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF INCOME 


The following statement presents the consolidated results of operations of Mohawk Data Sciences 
Corp. (“Mohawk”) and subsidiarics, including companics acquired on a pooling-of-iutercsts basis, see 
Note (a) below. The statement, to the cxtent it relates to the three years ended July 31, 1970, has been 
examined by S. D. Leidesdorf & Co., independent public accountants, as set forth in their report included 
elsewhere in this proxy statement. The statement should be read in conjunction with the other financial 
statements of Mohawk and notes thereto included elsewhere in this proxy statement. Reference to the 
aforementioncd notes is indicated by upper case letters. 


Fiscal Periods tnded in 
See Note (a) 
(000’s Omitted) 
e 1966 1967 1968 1969 1970 
(Not Covered by 
Revenues: Accountants’ Repcrt) ; 
Net sales (b)—Note J........... seccceeeeee $ 20,599 $ 24,326 $ 44,463 $ 60,927 $ 64,351 
Rental and service income ....... eaeees eens 910 3,275 9,382 22,084 38,199 
; 21,509 27,601 53,845 83,011 102,550 
tbs O86 Slee gos eee Cebtewesecbuateas 16,696 16,568 29,785 35,931 36,829 
Cost of rental and service . i ee Tre 774 1,747 4,456 10,657 17,074 
17,470 18,315 34,241 46,588 53,903 
RO DOONE ac ol eae cae eesewecsenses e 4,039 9,286 19,604 36,423 48,647 
Development and engineering expenses .......... ee 1,060 1,288 1,883 - 4,836 6,395 
Selling, general and administrative expenses.....00. 5,546 6,136 _ 11,080 17,280 22,888 
Losses resulting from product lines sold or discon- sea ot : : aero 
eS aR aoe $s0s5600 Fb06n0s0R EN SS 2,654 
Interest expense (d) ............... peetabeapieee $77 694 816 2,401 3,914 
Other (income) deductions—net WED acme whine. ceed (1) (308) 428 153 (298) 
9,836 7,810 14,207 24,670 32,899 
Income (loss) before items shown BOW. cc secane (5,797) 1,476 5,397 11,753 15,748 
(Provision) credit for income taxes (f)—Note E: ; 
Current ee Toke hee beeen ney ting Oke pone 1,135 (23) (2,730) (4,898) (6,973) 
PETE Ricscuasvenderttneacase cee, bes 22 64 384 (202) (452) 
Amount equivalent to reduction in income taxes aris- 
ing from use of net Operating loss carry-forwards (835) (1,004) (371) 
Income (loss) before extraordinary items*.......... (4,640) 682 2.047 6,282 8,323 
Extraordinary items: 
Reduction in income taxes arising from use of 
net operating loss carry-forwards ..... tavece 835 1,004 37! 
Charge relating to settlement of litigation ..... (177) 
Provision for loss on investment in and advances 
to unconsolidated foreign subsidiary........ (185) 
patscnniadh ...., Serer Tretorn vebews eee (S$ 4817) § 1,332 $ 3,051 $ 6.653 $ 8,323 
Average shares Outstanding (g) .... 2... ccc cece ees 4,331,290 4,775,702 5,293,406 5,449,116 $,474,333 
=—_——_— — —=>= =—_—_— =—_———— 
Per share of Comnion Stock (g): 
me (loss) before extraordinary iteras...... ($1.07) $.14 $.39 $1.15 $1.52 
Extraordinary items—credit (charge)..... pond (.04) 14 19 .07 
"Net income CP Bees cack ove vebees oe-eeu ($1.11) $.28 $.58 $1.22 $1.52 


No cash dividends have been paid during the periods shown. 
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MOTIAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO CONSOLLDATED STATEMENT OF INCOME 
(Not covered by Accountants’ Report with respect to the fiscal periods endcd in 1966 and 1967) 

(a) Companics acquired during fiscal 1968 on a pooling-of-interests basis (Anciex Corporaticn and subsidiaries, Soro- 
ban Encineering, Inc. and its subsidiary and Ohr-Tronics, inc.) had fiscal years ended on or about September 30 
and the resulis of such companics for such fiscal years have been included above for the fiscal ycars 1966 and 
1967, with the exception of the consolidated results of Anclex which are included in 1967 fur the ten months 
ended July 30, 1967. ‘Ihe results of Ancicx for 1968 are included for the twelve monihs ended July 31, 196%. 
Sorobsn and Ohz-Tronics zre included in 196% for the ten months ended July 31, 1968. The results of Mohawk.are 
included for the twelve months ended July 31 in each of the years. Included in the fiscal year 1968 are the results 
of operations (not sicniticant) of a company purchased during 1968. See Note ee 

’ ‘Reconciliations of net sales, rental and service income and net income (loss) as initially reported to stockholders 
and after reflecting the above-described pooling-of-interests are as follows: 


; (€00’s Omitted) 
Revenues: ‘ 1966 1967 
at Mohawk, as reported to stockholders: 
OE PS eS ERR ee ee en obese ane $ 6,091 
: Rental and service income ...........cccecccecceecs ° 886 3,239 
Cages acquired in pooling-of-interests: 
ee REE ER OER a eee scosoe GROTT 18,235 
Rental and service income ...........e0008 AEE Say 24 36 
Total, as shown in consolidated statement of income..... «+ $21,509 $27,601 
e —_— ———_ 
Net Income (Loss): * - . 
. Mohawk, as reported to stockholders:............cceceece - ($ 1,006) $ 2,303 
panies acquired in pooling-of-interesis........... coves 3813) ries irae 
As shown in consolidated statement of income......... aes g 4,817) S$ 1,332 


(b) Approximately 3%—1966; 18%—1967; 305%—1968; 355%—1969 and 32%—1970 of net sules were to National 
b Register Company. é 
(¢) During 1966, Anclex and a subsidiary incurred losses of $2,654,000 from product lines sold or discontinued. Net 
._- sales for the 1966 fiscal period excludes sales of $£09.000 of product lines sold or discontinued. 

(d) Interest applicable to long-term debt amounts to $337,000—1966; $331,000—1967; $292,000—1968; $2,267,000 
—1969; and $2,896,000—i97¢. ° 

(¢) Other (income) deductions—net includes royalty income of $139,00—1967; $186,000—1968; $237,000—1969; 
and $361,000—1970 and, in 1968, additional amortization of leasehold improvements 2nd write off of debt ex- 
pense of $286.000 and $243,000, respectively. Includes, in addition, non-recurring items in fiscal 1970 which were 
substantially offsetting. P 

(f) Includes foreicn income taxes of $1,061,000 (1969) and $2,482,000 (1970) and state income taxes of $356,000 
1969) and $550.000 (1970). 

(g) Computed on the basis of the weighted average number of shares outstanding during each year (including for 
ears prior to the mercer of Anelex into Mohawk and the acquisitions of Scroban and OhAr-Tronics, the numter of 
fohawk shares equivaient to the actual number of Anelex. Sorobzn and Ohr-Tronics shares Outstanding) ad- 

retroactively for stock splits. Common stock equivalents do not have a material effect on earnings per thace. 


For the six months ended January 31, 1971 and January 31, 1970, the unaudited comparative state- 
ment of income is as follows: 


Six Morths Fnded 
January 31. 
RELI 1970 
(000's omitted) 
IN owe ea es Sh ad eccccccccsce $21,046 $33,820 
Rental and service income............ ttteeeeseees — 24,045 17.015 
$45,085 $50.35 
Net income ......... WiC Sre dele e alee ioe 'a midi ak aneeiaaete 32.345 34.085 
Per share of Common Stock: a 
Income before extraordinary item........... toe abe $.70 
Extraordinary item—gain of $275,000 from the re- 
valuation of forcign currencics.......... sees OS 
Net lacome ......... Renmcn primeira ts cccces | Bae $.75 
; —— ———7 


Such data are unaudited and, in the opinion of Mohawk, reflect all adjustments (which include only nor- 
mal recurring accruals) necessary for a fair presentation of the, results shown for such periods. 
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The decrease in net sales and net income in the six month period ended January 31, 1971 {rom the 
comparable period of the prior fisccl year was primariiy duc to a decrease in shipments to National Cash 
Register Company and other original equip:acnt manufacturers, believed by Mohawk to be a part of the 
recent dowaturn in the U. S. economy which generally adverscly affected companics in the computer 
and computer peripheral industzics. In addition, there were significant revenues frem certain gov- 
ernment contracts during the six month period ended January 31, 1970, which contracts were completed 
in February 1970. 


Rental and service income has been increasing as a proportion of total revenues a5 Mohawk has 
maintained its program of placing on rent a substantial portion of the equipment manufactured by it 
while it continucs to derive revenues from equipment previously placed on rent. This‘increasing propor- 
tion was accentuated during the fiscal year ended July 31, 1970 and the six months ended January 31, 
1971 because of the decrease in sales to original cquipment manufacturers as described above. In an at- 
tempt to maintain a balance between equipment sales and rentals, Mohawk has from time to time sold 
certain of its rental equipment to third parties. See Note J of Notes to Mohawk’s Financial Statements. 


The length of time equipment remains on rent determines the amount of profits to be made from 
such equipment. Equipment presently on rent is generally covered by short term lease agreements, al- 
though Mohawk is Prescutly offering longer lease Programs. See “Business and Properties of Mohawk— 
Marketing—End User Market”. Future rental and service income may be adversely affected by return 
of equipment on lease for various reasons, including budgetary reductions in the customer's data process- 
ing department and the rapid technological advances and obsolescence factors present in the industry. 


Mohawk’s End User backlog as of January 31, 1971 and as of January 31, 1970 for equipment to 
be placed on rent was in each instance approximately $35,000,000. Said figures were computed using the 
-quivalent list price sales value of such rental equipment. The backlog at January 31, 1971 of equipment 
to be sold to original equipment manufacturers was approximately $13,500,000, compared with approxi- 
mately $20,500,000 at January 31, 1970. The backlog at January 31, 1971 of orders to be filled for the 
Federal Government was approximately $3,000,000, compared with approximately $250,000 at January 


firm orders from customers, it has been Mohawk’s Practice in the past to permit its customers to can- 
cel small orders, reduce quantities ordered, and to delay delivery dates. Such cancellations, reductions 
and delays have occurred more frequently during the recent economic decline than formerly. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
AND ATRON CORPORATION 


y PRO FORMA COMBINE!) “TATEMENT OF INCOME 
(Unaudied) 


The foliowing unaudited pro forma combined statement of income gives effect to the proposed 
Agreement and Plan of Merger (described clsewhere herein) between Mohawk and Atron by combining 
the results of thcir operations on a pooling-of-interests basis. For purposes of this statement, results of 
operations of Mohawk for the fiscal period ended July 31, 1970 have been combined with those of Atron 
for the fiscal period cnded September 30, 1970. This statement should be read in conjunction with the 
other financial statements and notes thereto included elsewhere in this proxy statement. 


i Fiscal Periods Ended In 
. (000’s omitted) 
1966 1967, 1968 1969, 1970 
Revenues: ; 
Mobawk—as reported to stockholders: 
DOSEN: o.céscccccnsdences ceneeces @ Geen $ 24,326 $ 44,463 $ 60,927 $ 64,351 
Rental and service income.........+. 910 3,275 9,382 22,084 38,199 
Atron (a): . eax ; 
URC DRINES ccnacncveesnseeses saneke ‘ 2 ee 37 
Rental and service income........ ay —  o 
21,509 =-_ 27,601 = _ 53,845 __ 83,011 = _ 102, a1 
ge a ery eer errr peaecbeseaness 16,696 16,568 29,785 35,931 36,883 
Cost of rental and service. .......ececneees coe — 774 i1,747 4,456 = 10,657 —S__—=i8'7,066 
17,470 18,315 34,241 46,588 $3,949 
Gross profit .....ccccccccccccccccccsccccce — 4039 — 9,286 — 19,604 36,423 __ 48,662 
Development and cngineering expenses (b)..... 1,060 1,288 1,883 $,321 7,019 
Selling, gencral and administrative expenses..... 5,546 6,136 11,080 17,280 23,617 
Losses resulting from product lines sold or 
INO o oins vicsdcadeceedesccescssene 2,654 - 
ORE BINEED Soin 55.50 d5oin0's b60eserecoes 577 694 816 2,401 3,914 
Other (income) deductions—net...........-0. (1) (308) 428 153 (510) 
9,836 7,810 14,207 25,155 34,040 
Income (loss) before items shown below....... (5,797) 1,476 $,397 11,268 14,622 
(Provision) credit for income taxes— 
CSOD e's ua vncecueseetesetees Vewnewee 1,135 (23) (2,730) (4,898) (5,973) 
DIO, a cdccweksneresd wade nweneseeee 22 64 384 (202) (352) 
Amount equivalent to reduction in income taxes 
arising from use of net operating loss carry- 
OS SP EE: Ae PAE Ce Perr eee (835) (1,004) (371) 
Income (loss) before extraordinary items...... (4,640) 682 2,047 $,797 7,297 
Extraodinary items: 
Reduction in income taxes arising from use 
of net operating loss carry-fo-wards..... 835 1,004 371 
Charge relating to settlement of litigation. . (177) 
Provision for loss on investment in and 
advances to unconsolidated foreign 
GIES |. Ch cpbicldwkeuribrececcencs ___ 185) 
DERE SNE GOON i anid cPaveckcssicvesess « ($4817) $ 1332 $_ 3,051 $ 6,168 $7,297 
Average shares outstanding (c)..........000e- 4,331,290 4,775,702 5,293,406 —$,623,220  $.673.526 
Per share of Common Stock: a 
Income (loss) before extraordinary items. . ($1.07) $ 14 $ 39 > $ 1.29 
Extraordinary items—credit (charge) ..... (.04) 14 19 07 oe 
Net income (Joss)........eeeee. cheonens ($1.11) $ 28 $ 58 $ 1.10 $ 29 
——_ he =—_—— ——_—_ == LL -—4 
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(a) Effect hus been given to elimination of intercompany sales and service income from Atron to Mohawk (see Note 
(a) to Atron Statement of Operations and Deficit). Sales from Muhawk to Atron were not material. 


(¢) Computed on the basis of the average number of Mohawk shares outstanding during each period, adjusted to give 
effect to the proposed 1 for 4 exchance of Mohawk common stock for Atron common shares (based upon the 
average number of Atron shares outstanding during cach period). 


After giving effect to the Agreement of Merger, and combining the results of operations of Mohawk 
for the three months ended October 31, 1970 with those of Atron for the three months ended December 
31, 1970, and after the elimination of intercompany sales, net sales for the three month period were 
$10,160,000, rental and service income was $11,665,000 and net income was $1,985,000, equal to $.19 
per sharc. For the comparable three month period of the prior year, net sales were $17,065,000, rental 
and service income was $7,915,000 and net income was $1,820,000, equal to $.32 per share. Such data 
are unaudited and, in the opinion of Mchawk and Atron, reflect all adjustments (which include only 
normal recurring accruals) necessary for a fair presentation of the results shown for such periods, 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES, 
‘ATRON CORIGRATION AND COLORADO INSTRUMENTS, INC, 


PRO FORMA COMBINED STATEMENT OF INCOME 
(Unaudited) 


The following unaudited pro forma combined statement of income gives effect to the proposed 
Agreements and Plans of Merger (described elsewhere herein) between Mohawk, Atron and Colorado 
by combining the results of,their operations on a pooling-of-interests basis. For purposes of this state- 
ment, results of opcrations \e Mohawk for the fisca! periods ended July 31, have been combined with 
those of Atron and Colorado for the fiscal periods ended September 30 and May 31, ‘respectively. This 
statement should be read in conjunction with the other financial Statements and notes thereto included 
elsewhere in this proxy statement. . 


. oe a ta Fiscal Periods Ended In 
1967 1965 1969 
-(000's omitted) 


Revenues: 
Mohawk: 
Net sales ....... AREY $ 44,463 $ 50,927 
Rental and service income 910 9,382 22,084 


Atron and Colorado (a)(d): 


MOM sav cs owacacecs 
Rental and service income 


Cost of sales ........... 
Cost of rental and service 


Development and engineering expenses (b) 

Selling, general and administrative expenses 

resulting from picduct lines sold or 
COMO has occ cisccteccececs Piteeneeneee 


Income (loss) before items shown below 70 377 11,148 
(Provision) credit ‘or income taxes— 
(5.077) 
1 


Amount equivalent to reduction in income taxes 
arising from use of net operating loss carry- 
forwards (457) 


= 


5,722 


Per share of Common Stock: 
Income (loss) before extraordinary items. 
Extraordinary items—credit (charge) 


Net income REISS ce vibe sodun duactekecant 
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NOTES TO PRO FORMA COMBINED STATEMENT OF INCOME 


(4) Effect bas been given to the climination of intercompany sales and service income of the companics acquired, 
Sales from Mohawk to Atron and Colorado were not material. 


(b) For the purposes of this Statement, development expenses of Atron bave been expensed in the year incurred and 
reclassified to devcloment and engineering expenses for the period shown on a pro forma basis. 


(c) Computed on the basis of the averace number of Mohawk shares outstanding during cach peric 3, adjusted tq give 
effect to the proposed 1 for 4 exchange of Mohawk common stock for Atron conimon shares, and the proposed 1 


for 7 exchance of Mohawk common stuck for Colorado common stock (based upon the average number of shares 
outstanding during each period). 


(d) Effect has been given to the elimination of intercompany profit on sales from Colorado to Mohawk, net of in- 
come tax etiect. Net sales of Colorado for the fiscat years ended May 31, 1966 through 1970 were $592,000, 
$570,000, $803,000, $1,844,000 and $1,287,000, respectively. ‘There were no material intercompany sales during 


fiscal 1966 through 1968. Intercompany sales eliminated in fiscal 1969 and 1970 amounted to $1,151,000 and 
$511,000, respectively. 


Net income (loss) of Colorado after tax Provisions or credits for the fiscal years 1966 through 1970 was $47,000, 
($7,000), ($21,000), $321,000 and ($121,000) respectively. Earnings (loss) per share during the same fiscal 
periods were S.15, (§.02), (S.05), $.64 and ($.21), respectively. 


The elimination of intercompany profit on sales, net of tax effect, for fiscal 1969 and 1970 amounted to a re- 
duction in the net income of the combined companies of $310,000 and $140,000, respectively, or a reduction of 
$.01 per share and $.07 per share, respectively. 
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cee ee ME ; Petals Wiatos CS se a Hg 
After giving effect to the Agreements and Plans of Merger, and comb: ing the results of operations 

of Mohawk for the three months ended October 31, 1970 with those of Atron for the three months 

ended December 31, 1970 and with those of Colorado for the three months ended August 31, 1970, 


and after elimination of intercompany sales, the comparative statement of income is as follows: 
- Three Months Ended 


at 


October 31, 
1970 19689 
(000’s omitted) 
es Net sales Cot eceeeeccccceesccccccscccscceces $10,535 . $17,215 
<~ Rental and PE ii aicscaiideas 11,665 ‘ 7,915 
$22,200 $25,130 
PE MOONE “oss ves secccsscctcistvetosccecs BOOM $ 1,7-° 
° —=—_—_ ———_—_—_— . 
Net income per share of Common DR vive ctiesan $.17 $.31 
. ——_—____} ,———___—___—_____} 


Such data are unaudited and, in the opinion of Mohawk, Colorado and Atron, reflect all adjust- 


ments (which include only normal recurring accruals) necessary for a fair presentation of the results 
shown for such periods. 
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BUSINESS AND PROPERTIES OF ATRON 
General 


Atron was incorporated under the laws of the State of Minnesota on November 27, 1968. Its ex- 
ecutive office and plant facilitics are located at 1256 Trapp Road, St. Paul, Minnesota 55121, iclephone 
number (612) 454-6150. Atron is engaged in the design, development, manufacture, systems cnginecring, 
programming, marketing and support of small computers and terminal systems. 


The initial sales efforts were directed towards the sale of the small computer to original equipment 
manufacturers (ODM). The volume of sales did not develop to the extent anticipated duc, in the opinion 
of Atron’s management, to the downturn in the Uniicd States economy during 1970, which generally 
adversely affected the computer industry. Only a limited marketing organization to offer terminal systems 
to end users has been developed. See “Reasons for Merger and Recommendations of Directors.” 


Products ) Big oa, Yrs 

Atron’s first product was the 501 Datamanager Computer made for the OEM market. The 501 
Datamanager used as a programmable control unit receives data, alters the ‘orm of such data, does sim- 
ple operations on the dzta and transmits the resulting information. With the use of adaptors, the control 
unit may be connected to printers, card and tape readers, magnetic tape units and communication lines 
to provide different combinations of data input, alteration, conversion and output functioas. 


Atron offers to end users a series of remote batch terminals which include the 501 Datamanager 
as the main processor. The 501 Datamanager and related interface equipment developed by Atron are 
combined with card readers, printers, disc units, magnetic tape units, teletypewriters and cathode ray 
tubs display units. The terminal family offers a wide range of communication speeds, with card readers 
having a capacity of 225 to 1,000 cards per minute and line printers of 135 to 1,250 lines per minute. 


Products recently developed or under development which Atron is offering or expects to offer dur- 
ing the current fiscal year include the following: (a) A high speed peripheral line printer subsystem for 
end users employing the 501 Datamanager. The subsystem includes a Mohawk high speed printcr and 

‘magnetic tape unit. Engineering development of the subsystem is substantially complete. (b) A low 
“speed multiplexer which permits the 501 Datarmanager to communicate with from § to 32 common car- 
rier communication lines and to act as a concentrator of information from other remote terminals. The 
first multiplexer was delivered in February 1971. (c) Flexible peripheral controllers for special purpose 
low cost control of peripheral devices. These controllers constitute the 601 Series of small computers 
which ere smaller in capacity and cheaper than the 501 Datamanager. A prototype is in operation and 
the product is expected to be released for manufacturing in the near future. There is no assurance that 
any of the above described prod cts, if marketed, will be profitable. 


Since the technology involved in the design and manufacture of Atron’s products and in the com- 
puter industry in general is complex and subject to constant change, Atron is committed to a program 
of continual improvement acd refinement of its products. 

; / 
Marketing 

In the fiscal year ended September 30, 1970, sales to Mohawk of the 501 Datomanager and re- 

lated equipment for integration by Mohawk into its off linc print station systems constituted approximately 
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90% of total sales. Such sales were made pursuant to a contract providing for the sale to Mohawk by 


- Atron of the 501 Datamanager computer and related adaptor units, with certain required features, to the 


extent ordered by Mohawk. The contract provides that in ‘\¢ event Atron fails to deliver equipment or if 
Atron terminates tie agreement without Mohawk being in default, Atron roust, at the request of Mohawk, 
rant to Mohawk a non-exclusive license to make, sell and use the equipment covered by the sreement, 
with a royalty being payable after the first 100 units. Because Mohawk has already purchased a speci- 
fied minimum number of units, Atron must under the agreement, should Mohawk so request, grant Mo- 
hawk a non-exclusive license to make, sell and use the equipment covered by the agreement, for which 
Mohawk would pay Atron $50,000 plus a royalty on all units sold or instalied by it. 


Production ; 


Atron assembles the components of {ts products at its own plant. Most of the parts and materials 
used in the manufacture of the 501 Datamanager and its other products are purchased from independent 
supplicrs. Peripheral devices, such as !!ne printers and card readers, included in the systems are pur- 
chased principally from Mohawk. Purchases from Mohawk for the fiscal year ended September 30, 1970 
and the four months ended January 31, 1971 were approximately $95,000 and $105,000 respectively. 
Atron is not dependent on any one supplier. +s, oo Ste miteed wes 
Competition “7 oe arse 1 Maa tee sab a. Rinteee 

The areas of the computer industry in which Atron is engaged are highly competitive. Most com- 
petitors are larger than Atron and have financial resources far greater than those of Atron. Established 
computer manufacturers and other established manufacturers of peripheral equipment have offered, or 
have the capability and resources to develop and market, products comparable to those offered and 
Proposed to be offered by Atron. In addition, Mohawk under its agreement with Atron, may under 
certain circumstances acquire a non-exclusive license to make and sell the 501 Datamanager. See “Mar- 
keting. << 

The computer industry in which Atron is active is noted for the frequent introduction of new and 
advanced techniques, products and services, and as such is subject to early technological obsolescence. 


. * es 


Employees a 
On January 31, 1971, Atron had 145 full time employees, of whom 12 were in administration, 21 
in engincering, 75 in production, 13 in systems and Progran. ning and 24 in marketing, field service and 


support. On that date, Atron had 89 additional persons empioyed in assembly work on a part time or 
piece work basis. 


Property ; 

A:ron's office and manufacturing facilities are located in St. Paul, Minnesota, in a new building of 
concrete block and brick construction. which was built to its desicn and is leased by it. The builaing 
contains 30,000 square fect. of which 5,000 square feet are used for administration offices and com- 
puter facilities, 5,000 square fect for engineering and accounting and 20.000 square feet for production. 
The basic term of the lease ruas until December 31, 1979. The annual rent is $49,280 plus taxes, 
maintenance and insurance costs. Atron has an option to purchase the property in 1979 at the greater of 
$464,500 or the fair market value of the land and buildings as determined by arbitration. Sales offices 
located in the metropoliian areas of Boston, Dallas and Minneapolis are leased for terms of one to thrée 
years at annual rents agerceating $21,317. . A 
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au at ent -, BUSINESS AND PROPERTIES OF MOHAWK ,— 
Gencral : gree 


. Mohawk, a New York corporation organized in 


ign, developmer’, r an- 


1964, is engagea in the des 


ufacture and sale.or rental, in a varicty of markets, of electronic data Processing cquipment des. ° ‘o 
be used in association with most computer systems. Its principal products are (1) data in>:t de 
such as DaTa-RECORDERS, used to transcribe information by use of a keyboard from soar... *-:wents 


and other media dircctly to standard magnetic tapc, which is then processed into a compuic:; (2) data 
communications devices used, in conjunction with tciephone and other devices, to facilitu'c «se trans- 
mission-of data to and from various locations, which information can then be processed into a compute: 
or received by other peripheral devices for Print-out; (3) media conversion devices used to effect the 
conversion of information from one medium to another, such as punch card to magnetic tape or paper 
tape to magnetic tape; and (4) data output devices such as high and low speed printer systems incorpo- 
rating a broad iange of performance capabilities for use with computers and other information processing 
equipment. Other products include high specd digital listers for use in measurement equipment; various 
speed card punches and card readers; paper tape readers, inte:preters and high speed punches; and spe- 
cialized computer and other special purpose inked ribbons and perforated tags. 


In February 1971 Mohawk announced its System 2400, a highly flexible system with a wide range 
of ‘peripherals interfaced with an Atzon 301 Datamanager computer. The new system was designed fc 
use with the third gencration of computers, and timed to coincide with the initial phase of the new IBN, 


System/370 cycle. It should be noted that deliveries of the System 2400 are not scheduled to commence 


until late fiscal 1971, and there can be no assurance that Mohawk will be able to produce and market 
the System 2400 successfully. Ls : ; iy ‘ 


Mohawk’s principal executive offices are located on Palisade Street, Herkimer, N. Y. 13350 
and its telephone number at such address is (315) 867-6000. ae APTA NS Sale Bet 


The term “Mohawk” as used herein means and includes Mohawk Data Sciences Corp. and all of its 
subsidiaries unless otherwise indicated or unless the context otherwise requires. 


Proposed Merger of Colorado Instruments, Inc. 


On March 11, 1971, Mohawk announced an agreement in principle with Colorado Instruments, 
Inc., providing for the merger of such corporation into a wholly-owned subsidiary of Mohawk and the 
issuance of one share of Common Stock of Mohawk for each seven Outstanding shares of Colorado. If 
such merger is consummated, Mchawk will be obligated to issue an agereyate of approximately $1.600 
shares of its Common Stock to the Colorado shareholders and assume the obligations of Colorado 
pursuant to its outstanding options and warrants. which may require Mohawk to issue up to approxi- 
mately 10,100 additional shares. It is expected that such merger will be submitted to the shareholders of 
Colorado for approval at a mecting to be held during the latter part of May, 1971. The merger with 
Colorado is s1° ject to the approval of the Board of Directors of Mohawk and to various conditions 
similar to th _ outlined on page 5 hereof with respsct to the Proposed merger of Mohawk and Atron. 


Mohawk can give no assurances that such merger wil be consuminated or, if consummated, will be ef- 
fected on the terms sct forth above. - 


Colorado was incorporatzd under the laws of the State of Colorado in 1961 and maintains execu- 
tive offices and plant facilities in Broomficld, Colorado. Colorado's Primary product is a source data 
collection system (the C-Dck system) providing for the acq 


visition of data at its point of origin, con- 
version thereof to computer-usable form and trans mission, usually through a multiplexer, to a recorder 


for subsequent computer processing or dircctly on-line to the customer's own computer. Colorado also 
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manufactures clectro-mechanical and electronic componcnts for a number of commercial and indus- 
trial customers, and performs custom System enginecring scrviccs. Colorado is currently engaged in the 
development of a low-cost solid-state keyboard unit which it expects to manufacture and sell to original 
equipment manufacturers who usc keyboards as a part of their own miput devices. 
Since 1968 Colorado expended considerable efforts to build up the distribution of its source data 
collection cquipment to the end user market, which involved substantial expansion of its marketing and 
enginccring forces, nccessitating corresponding expenditures. Although such efforts resulted in increased 
shipments, expansion in the end user market by Colorado required the placement of equipment under 
lease, as opposed to outright sale, with certain adverse effects on Colorado. Leasing of equipment placed 
a heavy strain on its working capital and cash position, and such situation was alleviated only in part 
through the use of third-party lessors, who advanced a portion of future rentals, as the tight money mar- 
ket during 1970 made it difficult for Colorado to obtain sufficient Icase financing. In addition, the severe 
downturn in the U. S. economy adversely affected Colorado's shipments. - 


The following table sets forth the net sales, rental and service income and net earnings of Colorado 


for the periods indicated: F Bhp hice eRe A OGL eg RRS 

\ eae . ‘ = , Six Months Ended 
Year Ended May 31, November 39, 

1966 1967 1968 1969 . 1970 1970 1969 

, Wet Gales. $591,644 $570,010 $802,896 $1,843,961 $1,286,616 $473,510 $723,519 

Rental and 

Service Income _ al fae = — — $ 22,539 — 

ie $ 46,821 ($6,694) ($20,862) $ 321,016 ($121,479) ($481,936) $ 7,694 


For the three months ended February 28, 1971 net revenues were $30,734 and the net loss was 
$315,532, or $.56 loss per share. For the comparable three month period ended February 28, 1970 
net revenues were $117,340 and the net loss was $94,369, or $.16 loss per share. Such data are un- 
audited and in the opinion of Colorado reflect all adjustments (which include only normal recurring 
accruals) necessary for a fair presentation of the results shown for such periods. 

Prior to 1968, Colorado's sales and marketing activities were limited to direct sales efforts by the 
home oifice staff, supplemented by manufacturers’ representatives. In Junc 1968 Colorado entered into 
a marketing agreement with Mohawk. giving Mohawk certain exclusive worldwide rights to market the 
C-Dek system. Colorado retained the right to also market the system in competition with Mohawk, sub- 
ject to certain limitations. In May 1970 Mohawk's exclusivity under the agreement expired. During fiscal 
year ended May 31, 1969, sales to Mohawk were $1,151,000, or 62% of total revenues. For the fiscal 
year ended May 31, 1970, sales to Mohawk decreased to $511,000, or 405% of total revenues, and for 
the six-month period ended November 30, 1970, sales to Mohawk were $204,000, or 41% of total reve- 
nues. The declinc in sales to Mohawk during fiscal 1970 and the first six months of fiscal 1971 was at- 
tributable to a decrease in demand for Colorado’s products by Mohawk's customers, causing Mohawk to 

" reduce its orders from Colorado. : - 
Marketing 

Mohawk’s customers may be divided into four main classifications: the customer which rents 
or buys Mohawk’s equipment for its own use (an “End User"), the electronic data processing origi- 
nal equipment manufacturer (“OEM”) which buys Mohawk’s equipment for resale and as a com- 


ponent part of its own system, the United States Federal Government and the purchasers of supplics for 
data processing equipment. ; 
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End User Market Woes ae aie OM MC Same fer 

In the End User market Mohawk’s primary products are its DATA-RECORDER series and high and 
low speed printcr systems, which are suitable for use with over 90% of the magnetic tape computers 
presently on the market, including most of the computer systems manufactured by International Busi- 
ness Machines Corporation, National Cash Register Company, Honeywell Information Systems Inc., 
RCA Corp., Control Data Corporation and others. Various models and configurations of models of the 
Data-REcoRDER serics have applications in the data processing areas of computer input, transmission 
or communications, and media conversion (e.g. paper tape to magnetic tape, punch cards to magnetic 
tape). Other Mohawk products fill market necds in the areas of data collection and computer output. 

During each of the fiscal years ended July 31, 1968, 1969 and 1970 substantially all of Mohawk's 
equipment shipped domestically to End Users was on a rental basis. Mohawk’s basic domestic lease 
agreement provides for an initial term of 12 months and continues ther “fter on a month to month basis 
until terminated by either party. Additional equipment may be included under the original lease with 
the result that equipment may in effect be rented under leases with .: firm duration of only one month. 
Mohawk recently commenced a program of marketing its equipment to End Users pursuant to extended 


ag all JB . 


. term leases ranging from two to five years, with options to extend for additional periods. Such leases 


provide the End User with significant discounts from the basic monthly rental charge applicable to a 


one year rental. + . 


‘-*= Equipment is distributed nationally to End Users through 78 regional offices in 38 states, and has 


been rented or sold to more than 2,800 End User customers. Multiple’ unit usage is common; most cus- 
tomers have two or more units and several have 200 or more. ; 

OEM Market Rae aut STAR ie ee Re ; 

The products sold to OEM customers include the DATA-RECORDER series, BUFFERED TAPE UNITs, 
printers and print heads, card readers and punches, and paper tape readers, punches and interpreters. 
Mohawk also sells a full complement of spare parts for such equipment. Mohawk's OEM sales distri- 
bution system has sales offices in 14 locations. OEM purchasers generally receive substantial volume 
discounts and normally market any products purchased from Mohawk under their own labels. 


The single largest OEM customer in both the domestic and foreign markets is National Cash Regis- 
ter Company (“NCR”), which accounted for approximately 25%, 25% and 20% of total revenues 
during the fiscal years ended July 31, 1968, 1969 and 1970, respectively. Most sales to NCR are made 
pursuant to a contract, as amended, giving NCR the exclusive worldwide right, with the exception sf Mo- 
hawk’s sales force. to market the DaTa-RECORDER series and certain other products. Such exciusivity 
will terminate in the event NCR fails to purchase products under the contract at the rate of 1500 units 
per annum, and will terminate outside of the United States and Canada in the event 800 units are not 
purchased per annum for use outside of the United States and Canada. Although shipments to NCR 
have recently decreased (see page 14 hereof), NCR is presently purchasing products at a level suffi- 
cient to maintain such exclusivity. Under the contract. NCR receives volume discounts for products 
purchased thereunder which vary according to the product and the aggregate annual volume of NCR 
purchases. Such contract may be terminated by either party upon 36 months’ prior written notice. 

U.S. Federal Government Market 

Mohawk is marketing its equipment other than the Data-RECORDER serics on a rental and sales 
basis to the Federal Government and certain of its prime coniractors. In addition, Mohawk sclls spare 
parts to the purchasers of such equipment. NCR has the exclusive right to market the Data-RecoapDer 
serics to the Federal Government until June 30, 1972, and thereafter unless terminated upon one ycar's 
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prior written ‘notice, except that under the NCR contract, as amended, the DaTa-RECORDER series, if 


eonnected to a data processing system produced by Mohawk, may be marketed to the Federal Gov- 
ernment by Mohawk. ; 


’ Mohawk has recently contracted to supply the Army Electronics Command with high speed page 
printers for the military world-wide communications system known as the Automatic Digital Informa- 
tion Network (“Autodin”). Mohawk previously had supplied said agency with printers under the Auto- 
din program. Deliverics under such contract are to commence in November 1971 and continuc until 
August 1972. Mohawk has also subcontracted with onc of the Prime contractors in the Autodin program 
to deliver card punches and high specd interpreters during the period from June 1971 until March 1972. 
It is expected that the revenues to be received by Mohawk from such contracts will approximate 
$2,400,000. thee 


Supplies Market ‘ eaten Stk 


Mohawk produces specialized computer and other special purpose inked ribbons for the supplies 
market; it also manufactur-s and sells paper tickets for its data collection System to the retail, garment 
and textile industries. 


lore e- 
ih nae MO ee re 


Mohawk distributes its Products through 75 sales and service offices in Canada, Belgium, The 


- Netherlands, France, Great Britain, Italy, West Germany, Switzerland, Denmark and Ireland and 


through foreign representatives in 51 other countries. Mohawk has manufacturing facilities in Menden, 
West Germany and Eaglescliffe, England. See “Plant and Personnel.” -* 
Production . : 

Production opcrations involve the assembling of parts, components and units purchased from others, 
and the manufacturing of mechanical and Printed circuit components. Alternate sources are available for 
most items purchased. Mohawk’s engineering staff has designed many of the special devices employed 
to accelerate the intricate assembly processes while adhcring to rigid quality standards. 

Revenues Se 

Sales of Mohawk’s products accounted for approximately 83%, 73% and 63% of total revenues 
for the fiscal years ended July 31, 1968, 1969 and 1970, respectively, and the balance was represented 
by rental and scrvice income. Sec Mohawk’s Consolidated Statement of Income on page 12 hereof. All 
of Mohawk’s products are electronic data processing equipment and supplics therefor. 


Foreign operations accounted for approximately 13%, 22% and 30%, respectively, of total rev- 
enues for the fiscal years ended July 31 1968, 1969 and 1970. The percentage of such revenues attrib- 
utable to sales and to rentals was substantially similar to that of domestic Operations. It is Mohawk’s 
policy to price equipment sold abroad so that the gross profit Margin on foreign and domestic sales is 
not significantly different. However, because a larger percentage of sales abroad is to independent ais- 
tributors and End Users, as contrasted with the hich percentage of domestic sales to OEM customers, as 
well as because of differences in forcign and domestic tax rates, wage and salary costs, and other factors, 
Mohawk's net profit as a Percentage of revenues on forcign Operations is somewhat higher than on 
domestic operations. This may not continue to be so in the future. 

Enginecring ‘ 

_ Mohawk’s engincering program is directed primarily towards the design and development of new 
Products for the data Processing industry and is oriented to applications and systems engincering in the 
areas of primary concern to Mohawk and other data processing original equipment manufacturers: the 
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data input, data communications, media conversion and data output ficlds. In addition, the engincer- 
ing department provides substantial assistance and suppoxt to Mohawk’s manufacturing and marketing 
Operations. Mohawk employed 120 engineers at January 31, 1971. Ke ee ae. . 
Mohawk holds numerous patents (including a patent issued in December, 1969 on certain 
features of the Data-RECoRDER) and has applicd for additional patents. While Mohawk feels that 
these patents and applications, and additional patents that may be applicd for, are and will be of value, it 
belicves such patents and applications will not be determinative of Mohawk's success, which depends 
principally upon its manufacturing, engincering, marketing and service skills and the quality and eco- 
* momic valuc of its products rather than upon patent protection. 
Competition ee ae a 3 39. ae 
In the clectronic data processing field, competition is intense and technological advances are rapid. 
Mohawk cncounters active competition from a rumber of independent manufacturers of recording 
devices, printers and other peripheral equipment for clectronic data processing systems and from certain 
large computer manufacturers which produce such equipment for their own use and compete by offering 
“such equipment to other systems manufacturers. Some of these competitors have far greater resources 
and facilitics than Mohawk and, considered in the aggregate, compete in the entire line of equipment 
marketed by Mohawk. ° ' Merger ot ; 


Plant and Personnel Paiste  acatan" is A erie re. bees rnp ang 

Mohawk has its principal office in Herkimer, New York and its financial and legal office in New 
York, New York. Its chief manufacturing facilities are in Herkimer, New York; Stoneham, Massachusetts; 
King of Prussia, Pennsylvania; and Menden, West Germany; with other production facilities in New York, 
California and England. There are a total of 79 Mohawk sales and service offices throughout the United 
States. All of such offices (as well as all such Offices in foreign countries) maintain a supply of spare 


parts and cquipmert to help implement support given to customers by Mohawk-trained field service 
engincers. 


<i . Tg . - i aie a 
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See - 


In Herkimer, Mohawk carries on manufacturing operations and applications and systems engineer- 
iu.> functions in three buildings, aggregating approximately 300,000 square feet, all of which buildings 
are of masonry and steel frame construction, located on approximately 38 acres of land owned by Mo- 
‘hawk. Sce “Capital Structure” for information with respect to mortgages on the buildings. Mohawk’s re- 
‘search and development facilities in Stoneham, Massachusetts consist of two buildings aggregating 65.000 
square fect. Mohawk’s operations in King of Prussia, Pennsylvania are conducted in two leased plants 
aggregating 100,000 square feet. Mohawk’s West German subsidiary manufactures Data-RECORDERS 
and printers in 2 56,000 square-foot plant in Menden, West Germany. Mohawk’s other manufacturing 
facilitics agercgate approximately 63.500 square feet, of which approximately 32,500 square feet of space 
are owned und the balance leased, as are its sales and service offices in the United States and abroad. 
Mohawk muintains schoois in Herkimer and Menden for training its salesmen and field service en- 
gineers and the personnel of its customers. Mohawk also owns two warehouses, aggregating approxi- 
mately 140,000 square feet, and icases an additional 18,600 square fect of warchousing space. See Note 
J of Notes to Mohawk’s Financial Statements with respect to annual rentals payable. 

As of January 31, 1971, Mohawk employed 3,065 persons on a full time basis in its domestic 
Operations. Mohawk’s personnel were assigned as follows: engincering—305, including 120 engincers; 
sales and ficld scrvico—866; manufacturing and quality control—1,691; and general management and 
administration—203, As of January 31, 1971, approximately 1,300 additional persons were employed 
in Mohawk's forcign operations. Mohawk belicves that its relations with its employees are excclicnt. 
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re tie - -.. MANAGEMENT OF MOHAWK ae eee 
The following table sets forth certain information as to each of the present directors of Mohawk: 
ae) Shares of 
P Common Stock 
i ; i Owned Benclicially 
* A Director as of 
Name Principal Occupation Since December 31. 1970 
‘ Robert Groben Partner in Ferris, Hughes, Dorrance & 1964 17,112 (1) 
"a Groben, Utica, New York, attorneys . ‘ 
V. E. Johnson* Chairman of the Board of Mohawk wer 257,270 
Paul R. Judy President of A. G. Becker & Co. * 1965 1,550 (2) 
Incorporated, investment bankers - and since “sit 
: February, . 
3 ‘ ; ae 2 1967 ne . eth i at 
Richard L. Karpen Executive Vice President of Mohawk -. 1969 ave” . 29200 
Lome H. King Retired Mae ae, Se 
@ Max Philipson President of Max Philipson & Co., Inc., 1964 93,688 (3) 
v ns * securities dealers The" +. Ge horpetibi ia oite eas Une hag 
Richard P. Rifenburgh* —_ President of Mohawk er + 1964 71,705 (4) 
Theodore D. Robinson Consultant to Mohawk , 1970 48,354 (5) 
Herbert Roth, Jr. . President of LFE Corporation, 1967. hie 4,264 
a manufacturer of clectronics Sen eee oa 
2 apparatus and systems ; ‘ake 
Patrick B. Smith Vice President of Mohawk . 1969 16,094 
Otto Stitz President of MDS-International, Inc., 1967 3,333 
a subsidiary of Mohawk aes 3 
Wayne Wells* Executive Vice President and 1968 200 


_ Treasurer of Mohawk 
*Member of the Executive Committee. Messrs. Karpen and Stitz are alternate members. 


(1) ne a total of 400 shares owned by Mr. Groben’s wife, the beneficial ownership of which is disclamed by Mr. 
roben. 


(2) In addition, The Paul R. Judy Foundation, of which Mr. Judy is President and a director, holds of record and 
beneficially $14,000 principal amount of Mohawk's $12° Convertible Subordinated Debentures due December 
15, 1394, which are cot..ertible into shares of Common Stock of Mohawk at $85.50 per share. Mr. Judy disclaims 
beneficial ownership of such securities. 


(3) Excludes a total of 30.000 shares owned by Mr. Philipson’s wife. In addition, The Max and Ruth C. Philipson 

Foundation. of which dir. Philipson 1s a coatrolling person, holds of record and beneficially $25,000 principal 

& beneficial ownership of any of such nceumtics ats Debentures du” december 15, 1994, Mr. Philipson disclaims 
L > . b . ° 


(4) In addition, 43.$34 shares are owned by a corporation Presenily coi:trolled by trusts for members of Mr. Rifen- 
burgh's family other than himself, and 255 shares are owned by trusts for the benefit of his children. Mr. Rifen- 
burgh disclaims any bencficial interest in the ownership thereof. 


(S$) Excludes a total of 425 shares owned by Mr. Robinson's wife and minor dau ter, th i i 
which is disclaimed by Mr. Robinson. hier, the beneficial ownership of 
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Messrs. Johnson, Rifenburgh and Smith have been with Mohawk since its inception in 1964. Mr. 
Wells joined Mohawk in February, 1968, having been a partner of S. D. Leidesdorf & Co., certified 
public accountants, for the three previous years. Mr. Karpen has been with Mohawk since September, 
1967, prior to which he had been with Control Data Corporation for more than the previous two years, 
his Jast position there being Dircctor of Enginecring of the Government Systems Division. Mr. Stitz has 
been with Mohawk since April, 1967, and before that was with Remington Rand G.m.b.H. in Germany 
for 17 years. Messrs. King and Robinson were founders of Mohawk and were employed by Mohawk 
until their retirement in 1969 and 1970, respectively. Messrs. Philipson and Groben have held their 
Present positions for more than the past five years and Mr. Judy has been with A. G. Becker & Co. In- 
corporated for ten years, having been its president since 1968. Mr. Roth had been president of Anclex 
Corporation prior to its merger into Mohawk in October, 1967, and was president of Mohawk’s subsi- 
diary of such name until March, 1968 when he became president of LFE Corporation. 


Remuncration of Directors and Officers 


The agercgate remuneration paid by Mohawk and its subsidiaries for services in all capacities during 
the fiscal ycar ended July 31, 1970 to each person who was a director at any time during such fiscal year 
whose aggregate direct remuncration excceded $30,000 and to cach of the three highest paid officers of 
Mohawk, and to all persons as a group who were directors ur officers of Mohawk at any time during 
such fiscal year, and the estimated annual retirement benefits of each individual named below under 
Mohawk's Pension Plan, were as follows: en a ct 


be . 
~~? 


cg es me 
: Capacities j Ja ohn ee iS. Annual 
- Name of Individual in Which A te Pension Dencfits 
or Number of Persons Remuneration ee mes irect pon 
in Greup Was Reccived (1) ; Remuneration Retirement (2) 
V. E. Johnson Chairman of the Board -- $ 75,000 $2,263 
of Mohawk eS ar aE 
Richard P. Rifenburgh President of Mohawk 61,667 5,766 
Wayne Wells Executive Vice President and 61,250 3,876 
Treasurer of Mohawk 
Richard L. Karpen: Executive Vice President 51,500 4,300 
of Mohawk 
Otto Stitz Officer of Mohawk’s 50,833 4,030(3) 
European subsidiaries 
Patrick B. Smith Vice President of Mohawk $0,667 2,727 
Herbert Roth, Jr. Consultant to Mohawk 31,111 _ 
All directors and officers ; * 733,013 —_ 


as a group (22 persons) 


(1) Until June 11, 1970 Mr. Johnson was President of Mohawk as well as Chairman of the Board. Mr. Rifenburch 
was Executive Vice President and Secretary, Mr. Wells was Financial Vice President and Treasurer and Mr. 
arpen was a Vice President. The emuncration received in such capacities by them is included hereunder. 


(2) Assuming that (i) each such individual will retire at normal retirement ace (65), (ii) each will be paid at least 
$20,000 per year until retirement, (iii) benctits under the Pension Plan are not altered Prior to retirement, and 
(iv) all actuarial costs and expenses of the Pension Plan are paid by Mobawk. 

(3) Mr. Stitz docs not Participate in Mohawk's Pension Plan but similar benefits are provided for him pursuant to 
arrangements with subsidiaries of Mohawk. 
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Mr. Stitz has entered into employment contracts with ccrtain of Mohawk’s European subsidiaries, 
expiring in 1975 and renewable thereafter on a year-to-year Wasis, providing for aggregate annual re- 
muncration of approximatcly $60,000. : 

Under Mohawk’s Profit-Sharing Retirement Plan for Employces, benefits are accrued for domestic 
employecs. An amount equal to approximately 3% of Mohawk’s consolidated net profits before income 
taxes is contributed to such Plan for each fiscal year. The contribution is allocated equally among all 
participants up to $200. Any excess contribution above such amount is allocated among all participants 
based on salary up to a maximum of $20,000 per year. Messrs. Johnson, Rifenburgh, Wells, Karpen 
and Smith are participants in such Plan, and each has accrued benefits thereunder in the amount of $237. 


Interest in Certain Transactions > ei if * 

A. G. Becker & Co. Incorporated, of which Paul R. Judy is president, and Max Philipson & C>., 
Inc., of which Max Philipson is president, received $161,340 and $2,250, respectively, as gross und 
writing discounts in connection with the sale in December, 1969 of Mohawk’s 514% Canvertible Sub- 
ordinated Debentures due December 15, 1994. 


STOCK OPTIONS OF MOHAWK Aca: awe ms 

On July 9, 1970 the Board of Directors of Mohawk adopted the 1970 Stock Option Plan (the 

“1970 Plan”), providing for the granting to key employces of Mohawk ard its subsidiaries of options 

to purchase an aggregate of 400,000 shares of Common Stock of Mohawk. The 1970 Pian was ratified 
and adopted at the Annual Meeting of Stockholders held November 17, 1970. 

. At July 9, 1970, there were outstanding options covering 177,600 shares of Mohawk Common 
Stock which had been ranted prior to that date (a) under Mohawk’s qualified stock option plans, 
(b) to foreign employees of Mohawk’s subsidiaries (either individually or pursuant to a plan), and 
(c) in connection with the merger into Mohawk of Anelex Corporation. On such date all employees 
holding the foregoing opticas (“old options”) were granted options under the 1970 Plan to purchase 
a number of shares of Mohawk Common Stock equal to the total number of shares covered by all old 
options held by them. These 1970 Plan options are exercisable at a price of $23.00 per share, which 
was the approximate fair market value of Mohawk’s Common Stock on the date of grant. Of such op- 
tions, Messrs. Wells and Karpen hold options covering 12,000 shares and 8,000 shares, respectively, 
‘and directors and officers as a group hold options covering an aggregate of 36,200 shares. These per- 
sons hold old options to purchase an equal number of shares at an average exercise price of $65.68. 
Such 1970 Plan options provide that upon exercise thereof all old options held by such optionce will be 
cancelled. Likewise, any exercise of an old option automatically terminates an optionee’s 1970 Plan option. 
Upon adoption of the 1970 Plan by the stockholders, Mohawk terminated its existing option plans, 
except for options outstanding thereunder. Additional options under the 1970 Plan have been granted 
to Messrs. Rifenburgh, Karpen, Stitz and Smith, covering 10,000, 2,000, 7,500 and 5,000 shares, re- 
spectively, and to all directors and officers as a group covering 36.500 shozes, all of which are exer- 
cisable at $23.00 per share. except for two options, covering 2,000 shares and ' 00 shares, exercisable 
at $27.25 and $30.00 per share, respectively. - 


OTHER MATTERS 
The Board of Dircctors is not aware of any matter, other than as stated above, which will or may 


properly be presented for action at the meeting. If any other matters properly come before the mecting, 
it is the intention of the persons named in the enclosed form of proxy to vote the shares represented by 


. Such proxics in accordance with their best judgment. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 


= apatg ' AND ATRON CORPORATION ; 4 
PRO FORMA CONDENSED COMBINED BALANCE SHEET AS AT JULY 31, 1970 
: (Unaudited) Ht fue 


The following unaudited pro forma condensed combined balance sheet has been prepared by ccm- 
bining the balance shect of Mohawk as at July 31, 1970 with the balance sheet of Atron as at September 
30, 1970, giving effect to the proposed Agreement and Plan of Merger (described elscwhere herein) on 
a pooling-of-interests basis. This statement should be read in conjunction with the other financial state- 
ments and notes thereto included elsewhere in this proxy statement. 


ASSETS 
(000s omitted) 
BP skh od : Mohawk 
Fa : : ay e Wel ee egret i and 
“Pro Forma Atron 
_ Mobawk = _Atron_ Adjustments = Combined 
Current Asscts: é) oh, SOIR aed : 
tied sceedendésacscche I ME $3,109 $ 12,466 
Accounts receivable, net .............. 16,592 333 ' 16,925 
Inventories ......000:. is tiegeotatecea ns 40,774 498 ($200) (C) 41,072 
IR eee. eens 5 cae eeee 1,542 1 Cees 1,553 
Total Current Assets ............. 68,265 3,951 hg Se 
WOMEN DOROUINED, GIR. nove ccdcccicrcccocca 40,549 82 = 40,631 
8 SSS ae peice en * 15,005 244 15,249 
Other Assets ......... Laie. Gahenel aire - $615 323 { (323) (B) ) gs 494 
pay Ra ae, ap PE ce eee (191) (A) § 
acaRA Pett. pats ae Aleks eee 129,434 $4,600 “$133,320 
oe . . = = Oe gee 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: : ; ; 
IR gi a le $ 14,502 - $ 14,502 
Accounts payable .......ccccccccccce 7,812 $ 201 8,013 
Federal and foreign income taxes........ 5,355 ps 100 (C) 5,255 
UES PEG wh OP Wik sink ve 64 6 adineo bed ce 5,614 103 5,717 
Total Current Liabilities... ........ 33,283 304 33,487 
Convertible Debentures ........... on6eeiae 45,000 45,000 
Other Liabilities. ............... ieee ednn 4,589 4,589 
Stockholders’ Equity— : 
SS pees aa 548 215. - 193 (A) 570 
Capital in Excess of Par Value ......... 30,084 5,168 (2) (A) 35,254 
Retained Earnings ................... 15,930 (1,087) { bn 3} } 14,420 
Total Stockholders’ Equity......... 46,562  —4,296 ~_ 50,244 
$129,434 $4,600 ; $133,320 


(A) The accounts have been adjusted to reficct the issuance of 1 share of Mohawk ‘ommon stock for each 4 com- 
mon shares of Atron. Based upon the outstanding shares of Atron (other than hose held by Mohawk. which 
have becn eliminated above) xs at September 30, 1970, the pro forma statement reflects the issuance of 222,955 
sha:<s of Mohawk common stock. 

B) Foc the purposes of this statement development expenses of Atron have been expensed in the year incurred. 

C) Effect has Ne given to the elimination of intercompany profit on sales from Atron to Mohawk, net of che in- 
come tax effect. * 

(D) No provision has been made in the pro forma balance sheet for expenses incident to the proposed merger. 


30 


745a 
Defendants' Exhibit D 


MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
ATRON CORPORATION AND COLORADO INST RUMENTS, LNC. 


PRO FORMA CONDENSED COMBINED BALANCE SHEET AS AT JULY 31, 1970 
(Unaudited) : 


The following unaudited pro forma condensed combined balance sheet has been prepared by com- 
bining the pro forma combined balance sheet of Mohawk as at July 31, 1970 and Colorado as at May 
31, 1970 and the balance sheet of Atron as at September 30, 1970, giving effect to the proposed Agrec- 
ments and Plans of Merger (described elsewhere hercin) on a pooling-of-interests basis. This statement 
should ad in conjunction with the other financial statements and notes thereto included elsewhere 
in this, _y statement. : : ; 


'- ASSETS Zhi 
; oe (000's cnitted) 
j ws Mohawk, 
-£ "te "2° Mohawk “ts ae het Atron 
- and : ; and 
Colorado Pro Forma Colorado 
Combined Atron Adjustments Combined 
* Current Assets: ; 
Re iibs a ndcione beetle sue ledocuns $ 9,695 $3,109 ; $ 12,804 
Accounts receivable, net.............0. 16,936 333 17,269 
PN, cvceec cb ckancd Huismdcdkes alee 40,531 498 ($200) (C) 40,829 
SE shad 0s tdenbaudd kebsedcnciek __1,726 ae __1,737 
Total Current Assets.............. 68,888 3,951 72,639 
ee ene 40,273 82 40,355 
CR eee ee 15,383 244 * ** 55627 
(323) (B) 
ne REE PRO Belair a 5,764 323 { 351) oa} 5,573 
$130,308 $4,6 - $134,194 
: — = =—=— 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current Liabilities: 

oe aR RPE PET $ 14,507 $ 14,507 
I I os vce bicchivacecwsd 7,954 $ 201 8,155 
Federal and foreign income taxes........ 4,907 100 (C) 4,807 
WEE Reuwiccek seeks. te. eke 5,819 103 5,922 
Total Current Liabilities... ......... 33,187 304 33,391 
Convertible Debentures ..........ccccccecs 45,000 45,000 
PU SIN: bc cna bo doecduonduccann 4,675 4,675 

Stockholders’ Equity — . 
SIRI A ae R  ee n 556 215 - 193 (A) 578 
Cepital in Excess of Par Value.......... 31,395 5,168 (2) (A) 36,565 
Retained Earnings ...........ecse0... 15,495 (1,087) { is } 13,985 
Total Stockholders’ Equity......... 47,446 4,296 $1,128 
$130,308 $4,600 $134,194 
——_— =—_— , — — —_—____} 
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NOTES TO PRO FORMA CONDENSED COMBINED BALANCE SILEET 


(A) The accounts have been adjusted *o reflect the issuance of 1 share of Mohawk common stock for each 4 com- 


(B) 
(C) 


(D) 
(E) 


mon shares of Atron. Based upon the outstanding shares of Atron (other than those held by Mohawk, which 
bave been eliminated above) as at September 30, 1970, the pro forma statement reficcts the issuance of 222,9: * 
shares of Mohawk common stock. 


For the purposes of this statement development expenses of Atron have been expensed in the year incurred. 


Effect has been given to the climination of intercompany profit on sales from Atron to Moha™ -, net of the in- 
come tax effect. 


No provision has been made in the pro forma balance sheet for expenses incident to the prozosed merger. 


The combined balance shect of Mohawk and Colorado has been adjusted to give effect ts the elimination of 
intercompany protit on sales from Colurado to Mohawk. net of the income tax effect, rerulting in decreases in 
the amount of $620,0U0 in the combined inventories, $276,000 in rental machines, $448,000 in Federal income 
taxes accrued and a reduction in retained carnings of $448,000, 


The accouuis have also been adjusted to reflect the issuance of 1 share of Mohawk common stock for cach 
7 shares of Colorado common stock. Based upon the outstanding shares of Colorado as of May 31, 1970, the 

ro forma statement reflects the issuance of 81,522 shares of Mohawk common stock. This resulted in an ad- 
Senent of $564,000 to Capital in Excess of Par Value. 
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 


. . . - ‘° 
To The Board of Directors and Stockholders 
of Atron Corporation .. 


sary in the circumstances. oo 8 cos ote 

The accompanying financial statements show as an asset unrecovered promotional and develop- 
mental costs, net of amortization, of $323,219 referred to in Note A to the financial statements. Recovery 
of these costs is dependent upon the future success of operations, 


In our opinion, subject to the future realization of the item referred to in the Preceding paragraph, 
the statements identified above Present fairly the financial position of Atron Corporation at September 30, 


HURDMAN AND CRANSTOUN, PENNEY & CO. 


New York, New York 
December *, 1970 
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° ATRON CORPORA1ION 
BALANCE SHEET 
September 36, 1970 
Currcnt assets: ie Paes. es - 
SN Snésun bes anckebids bake pevacsterssecscscscsscssceseseres enecows $ 30,270 
Temporary investments, at cost plus accrued interest, approximating market 
ot egrmndorstene PEetokes teeeket wd ‘inne “psoas 3,079,020 
Accc wnts receivable (net of allowanée for doubtful accounts—$4,500)........0. 333,411 
Inventories, at the lower of average cost or market: 
ce ee ad cg, SE ND WN CSHEekHbCeS bebdbbaSehehorees ° 5¢ 493 
PE ENOOE hs isanss anes Soanewabidekeresitiosiiocriiccccchcc, 174,219 
Raw material and components .................. debses etboseee ebenes 269,619 
PU ME, as Stbicn bccwiwhccseeick eee per e Oo eecccceccecoece 11,030 
TOE UN 0 ci. ideckwieeeicabccince Wehetseecees eoeeeee __3,952,062_ 
Reatal and demonstration equipment, at cost less accumulated depreciation of 
Me GOOD Be debe es acearciercsiscnns $thbedessbabenno ees eeceeeese 81,568 
Equipment, furniture and leasehold improvements, at cost (Note C): st <8 
Plant and enginecring equipment ...........cecececcececce esvccecees cocce 193,290 
Office furniture and equipment ................ Ceesiheedieeusheeee 66. bee0e 58,561 
Leasehold improvements ........... oeescecece bnbbesemeen theese oo eeces 15,623 
bse gee Lea ade 267,474 
Less accumulated depreciation ......... bd STEERER CEN CS or ckcendle 23,012 
244,462 
Unrecovered promotional and developmental costs, net of amortization of a 
$361,609 (Note A) .....cccccccccee COC CoC cee eesdhadabadobenssesé Tor 323,219 
; ne . ee $4,601,311 
LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: : 

CONEY ONUEED <vdonchecbneeseneunecaos Kétudweas wit etheseh eaaeole ecoe $ 201,387 
Accrued salaries, wages and vacation PO Mii ccksnne coeds smh oubcados etic ‘bee 75,476 
RAE MNS WED 55 shin dissah s Spennewbebenscabintcin ccs, oc “wie 12,972 
Accrued taxes, other than income............000000.00 00 cele eee cocce 14,536 

Te*al current MODMNIES oo. ccccccccvcsce eee Terre eee cece 304,371 


Commitments (Note D) 


Stockholders’ equity (Notes E and F): 
mmon shares, par value S.20 per share: 


Authorized, 1,500,000 shares : ; 
Issued, 1,093,323 shares see eee eeee eeeeeeseeeseeseeee ereeeeeee e ee e@eeee 
oe contributed in excess of par value....... eT ye rrr re Terre eccee 
y ee ee eee 8280888888 CoH eases sesereseseseeessese ee ee eee eeeaee eeee 
Less 6,500 shares held in treasury, at COSt...........ececees-. YT TeTTTy 


The accompanying notes are an integral part of the financial statements. 


Ka 


218,665 
dnerset 
4,300,940 

4,000 
4,296,940 
54,601,311 
y As an ha Ak 
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ATRON CORPORATION 


STATEMENT OF COMMON SHARES AND CAPITAL CONTRIBUTED 


IN EXCESS OF PAR VALUE 


From Incorporation, November 27, 1968 to September 30,1970 — 


Issued 1,425, 00 common shares, $. 10 par 
WATE Soc sae oka snuedan baincetee ee e¢ 


eee een eeeeeseseseeeeeeees ene 


WN oc icon ka nanan bake oamane nes 


WO SUOTEE ccs . ewe cones eclbassenee , 


Less expenses incurred dur'1g the period re- 
lated to: 

Issuance of common shares ......... 

Registration of 150,000 units....... 


Balance, September 30, 1969...........- 


Sale of 150,000 units consisting of two com- 
mon shares and a warrant to purchase one 
common share, net of related expenses 
incurred during the year of $58,335.... 


_ Sale of common shares pursuant to sxercise 
Of options ...-.- 2. ccccecccccccwcens 


Balance, September 30, 1970:........ ee 


. The accompanying notes are an integral part of the financial statements. 
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Number of 
shures 


1,475,000 


(712,500) 


712,500 


80,000 


792,500 


792,500 


300,000 


823 


1,093,323 


Par valuc 
of common 
shares 


$142,500 


142,500 


16,000 


158,500 


60,000 


165 


$218,665 
—_——— 


Capital: 
contributed 
in excess 
of par value 


$ 738,750 


738,750 
484,000 


-.. 2,000 


"1,224,750 


(38,316) 
** (15,001) 
1,171,433 


3,996,665 


1,481 
3510.579 
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ATRON CORPORATION 


NOTES TO FINANCIAL STATEMENTS 

‘ September 30, 1970 
Note A. UNRECOVERED PROMOTIONAL AND DEVELOPMENTAL COSTS: 
The Company was incorporated in Minnesota on November 27, 1968. 


To September 30, 1969, the Company engaged in arranging for facilities, developing operating and ad- 
ministrative procedurcs, and developing its initial products. These costs totalled $484,828 (net of 


$24,958 in revenues during the preoperating Stage). 


The Company commenced amortization of these costs on October 1, 1969, when regular production be- 

. gan. The Company intends (subject to revision, if necessary) to amortize fully these costs over a 
period of 36 months. Amortization for the year ended September 30, 1970 totalled $161,609. Since 
October 1, 1969, the Company has charged all additivnal product development to operations. 


Note B. TEMPORARY INVESTMENTS: a8 


During the period from incorporation to September 30, 1970, the Company has invested funds received 
{rom ‘the sales of common shares, not immediately required for corporate purposes, in United States 


tmment securities, certificates 


of deposit and other corporate indebtedness. As of September 30, 


1970, temvorary investments included $2,237,954 of certificates of de, ~sit, $101,319 of United States 
Treasury bills, both at cost plus accrued interest and non-transferable participation certificates totalling 
$700,000 plus accrued interest of $39,747 which latter represents participations with a bank in unsecured 


term Corporate notes maturing to December 28, 1970. 
: Note C. EQUIPMENT, FURNITURE AND LEASEHOLD IMPROVEMENTS: _ 


It is the anges of the Company to provide depreciation on equipment, furniture and leasehold improve- 
y 


ments by charges to operations, computed on the straight-line method, over their estimated useful lives 
as follows— . 
, Rental and demonstration equipment................. °  4years 
—_ = 
Piant and engincering equipment..... seesceccccccece 4* S years 
Office furniture and equipment...... wees Sunesaevee 8 years 


Leasehold improvements sete eeeeeeeeeesseeeeeneens 3 - 10 years 


The Company charges operations with the cost of maintenance and repairs. Renewals and betterments 
are capitalized. On retirement or s/ ie, the difference between cost less accumulated depreciation an4 


the proceeds therefrom, is charged or credited to operations. 
Note D. COMMITMENTS: 


The Company leases its office, engineering and manufacturing facilities under a lease which runs to De- 


cember 31, 1979, with options to renew for two successive ten-year periods, with annual payments 
aggregating $32,500 plus real estate taxes, insurance, repairs and maintenance. The Company bas 
an option to purchase this property in 1979 at the greater of $314,500 or the fair market value of 
the land and buildings as determined by arbitration. 


The Company requested the lessor to construct a 10,000 square foot expansion to the building, which 
addition was substantially completed in November, 1970. The increase in annual rental as a result of 
this addition is expected to be approximately $17,000 and the stated purchase price is expected to 
increase by approximately $150,000. 


In addition, the Company has entered into leases covering sales offices as follows: 


aren Annual 
Location Term ate Reutal 
Bloomington, Minn. ........sccccceyecececeves One year 2/28/71 $ 5,481 
Waltham, Mass. ........cccccesseccccececceces Three years 3/31/73 7,148 
Dallas, Texas .........ceesccccccccccccccccece The? years 2/28/73 8,688 

$21,317 
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_ . ATRON CORPORATION 
NOTES TO FINANCIAL STATEMENTS (Continued) . 


September 30, 1970 
Note E. STOCKHOLDERS’ EQUITY: 


& On September 17, 1969, the Company sold for $1,000 each, two Special Warrants to purchase 10,000 
, common shares each. The Special Warrants have an eight year term. One Special Warrant provides 
for a purchase price of $15.00 per share and the other provides for a purchase price of $6.25 per 

share during the first five years and $15.00 per share during the following three years. 


On January 23, 1970, the Company sold 150,000 units each consisting of two common shares and a war- 
e tant to purchase one common share. The warrants are exercisable at any time prior to January 31, 


1975 at an exercise price of $17.00 per share subject to adjustment for anti-dilution and ‘other 
provisions. , 


None of the above warrants have been exercised. = - -- -- A eS a a 


Note F. STOCK OPTIONS: pate RN ALY hoe or ae es 


gs In December, 1968, the Company adopted a Stock Option Plan intended to conform with the require- 
. ; ments for “qualified stock options” as defined in Section 422 of the Internal Revenue Code. Under this 
: plan, the Company has authorized the granting of stock options for 50,000 common shares to key em- 
; Ployees. The period following the date of grant during which an option may be exercised may not 
exceed five years. No option is exercisable during the first year following the date of grant and there- 
° after not more than 25% of the shares subject to the option may be purchased each year. The option 
price shall not be less than the fair market value of the common shares at the time the option i: 
¢ granted. by a ae cee cates 


Other information with respect to these options is set forth in the following tabulation: _ 


Option Price Fair Value 
Number 
of Range ‘ _ Range 
shares per share Total per share Total 
Shares under option and fair value 
at date options were granted: 
September 30, 1969........ 29,275 $2.00-$ 6.25 $ 66,838 $2.00-$ 6.25 $ 66,838 
September 30, 1970 ........35,839 2.00- 15.00 176,612 2.00- 15.00 176,612 
Options which became exercisable 
and fair velue of shares when 
exercisable: 
September 30, 1969 ........ — — _ = au 
September 30, 1970 ...... «+ 7,306 2.00- 6.25 16,676 2.67- 15.00 65,083 
Options exercised and fair value of 
sharos when exercised: 
September 30, 1969 ........ oo _ _ < aes 
. September 30, 1970 ........ 823 2.00- — 1,646 3.38- 4.87 3,245 


As of September 30, 1970, 49,177 shares were reserved for issuance on exercise of options. 
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ATRON CORPORATION 
NOTES TO riNéNCIAL STATEMENTS (Continued) 
September 30, 1970 
Note G. SUPPLEMENTARY PROFIT AND LOSS INFORMATION: ee 
Fiscal Year Ended in 1970 
Charged Directly t6 
Profit pote reed 2 
; Other Profit 
. : Cost of and Loss 
Item Goods Sold Accounts Total 
Maintenance and repairs...........eseceeees ercccccccces $ 3,308 _ $ 5,286 $ 8,594 
Depreciation and amortization: : ‘ i 

PNONIE  £.6.5.046 505000 cbebicensacdces eo0eebace ee 8,573 18,509 27,082 
+ ss Amortization of developmental costs.......+. Raa ay Ae 161,609 161,609 

: Taniis: teen Mien senede we deaaiens bi nn : ie 
met Payroll taxes .......00. Seeseuededbeeeesceeues ss0d60 21,768 35,503 37,271 
- ’ Personal property taxes .......... iteoesees cocvescce. 2,108 1,105 2,210 

. zn, *y moe aa = Fd ne Co te ¥; : 
Rents ...... oeeecscesee Pade S ceeeesteeanenes Soscceeses BOtae 46,521 62,249 
There were no management or service contract fees. 
/ 
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To the Board of Directors ee ae 
Mohawk Data Sciences Corp. 


We have examined the consolidated balance sheet of Mohawk Data Sciences Corp. and subsidiaries 
as at July 31, 1970, and the related consolidated statements of income, capital in excess of par value and 
retained earnings for the thrce years then ended. Our examination was made in accordance with gener- 
ally accepted auditing standards, and accordingly included such tests of the accounting records and such 
& other auditing procedures as we considered necessary in the circumstances, 


In our opinion, the above-mentioned consolidated financial statements present fairly the consoli- 
dated financial position of Mohawk Data Sciences Corp. and subsidiaries at July 31, 1970 and the con- 
solidated results of their operations for the three years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 


® vt, 
S. D. LEIDESDORF & CO. 
4 bad New York, N.Y. 
September 16, 1970 

a © 

@ 

/ 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEET 


The accompanying notes are an integral part of this statement. 


4c 


As ai Jaly 31, 1970 
(000's 
Omitted) 
. q ASSETS 
. Current Assets: ‘ ; a 
Cash (including time deposits of $1,485,000)...........+. Sadienath aed iiiheingerhs coe $ 9,357 
Accounts receivable —- principally trade, less allowance of $873,000 for 
PG IE Diana e Lid kcvncdncaecienssbuoe-ce pkbiedbewedeesoesees oo 1658 
Inventories, at lower of cost or market — Note B.......cccccccsccceccees ssnesene. SE 
Ir eee eee eee ee eee eeeeeeeeeeeeeeeee e@eeeeeceaeeeaeeee eee eeeeeeee eeeeeeeae 1,542 
ere seecetkieeeessotewes susevecocéoooeses Gee 
Rental Machines — at cost of production, less accumulated SRE ; 
- depreciation cf $15,123,000 — Note C ........ scececccccceccccctcececccscsccces | 40,549 
Fixed Assets — at cvst, less accumulated igh tae : eae 7 
depreciation of $6,057,000 — Notes C and G......... caine ie eke eee Seat udiie: eee 
Excess of Cost over Underlying Book Equity of Comp: aies Acquired — Note A........+%- 2,442 
Other Assets — Note Du. cecccccccccccvecvceccccsccsccccces eesee PEE OSEERESO SCY 3,173 
; : Mines & SA RC ome toe oh 
% a ieee ; eke ee Se ae ——= 
"LIABILITIES AND STOCKHOLDERS’ EQUITY 6 |e it suis 
Current Liabilities: : ee 
Notes payable — Note J ..........cccccccees sever ckbins » euebees cocccccse $ 14,440 
Currert portion oi iong term debt — Note G.......- scccces  ceecece ecocccece 62 
MONIES CONIIEE 6 ia cael Fk0s soeckiaceenanas er ceccccce 7,812 
Federal and foreign income taxes — Note E.......cccccccccccccecccecs Coccece oe 5,355 
Salaries, wages and commissions ..........eeeeees Skee. bse en we -aeeeerdae 917 
Taxes accrued and withheld ..........cccccccccccccs >: eae noes ua eo ceccceges 1,796 
Other (including accrucd interest 0” $483,000).......ccccccccccccee faa sinnéeense 2,901 
Total Current Liabilities ...........ccccccee ale minwie.eee © tact texcéeosses SEED 
Convertible Debentures — Note F ey eee eee eee aeeeee _@@eeeeeeeeesese eeereseeeeseeeees 45,000 
Mortgages Payable and Other Long Term Debt— Note G........... weiecdar bahenees 2,143 
Unamortized Investment Tax Credits — Note E .......cc cecccccccccccececceece aoe 1,070 
Deferred Income Taxes ($643,000) and Other Credits — Note E .......c0e ealeewewalsrwe 1,376 
Stockholders’ Equity — Notes A, F and I: 
Common Stock, par value $.10 per share; authorize! 15,000,000 shares; 
: ued and outstanding 5.462,591 shares........cccccccccccceccecces 660 see nes 548 
Capital in Excess of Par “ ive — sce accompanyiag statement............ee6 eccsse 30,084 
Retained Earnings — see accompanying statement. ........cccceccccccccecce oe 15,930 
Total Stockholders’ Equity ...........cceeee. eenewenecedces senesece 46,562 
Contingencies, Commitments and Other Comments — Note J 
‘ $129,434 
=== 


Net income for the year 
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MOHAWK DATA SCLENCES CORP. AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS 


CAPITAL IN EXCESS OF PAR VALUE AND RETAINED EARNINGS 


‘Capital in Excess of Par Value: J 
Balance at beginning of year — Notc A........ee seeee $21,424 


Credits (charges) arising from — Notes A and I: 


ss of net proceeds from sale of Commun Stock (in- 
Cluding shares issued upon exercise of stock options 
and stock purchase plan—Note I) over the par 
value thereof — 94,172, 3,073 and 8,078 shares, 
seapectively ...cccccccccs Cerccccccccccccccce 


Excess of principal amount of convertible debentures 
over the par value of 100,000 and 25,997 shares, 
respectively, of Common Stock exchanged therefor, 
net of related debt expense....... Wiecaseocesscs 


OF 


*Fiscal Periods Ended in 


1968 


596 


610 


Excess of net proceeds over the par value of 12,769” 


shares issued upon exercise of the Common Stock 
FUN THIN so wkknd vsaddccddncaenas iene 


a ee (transactions subsequent to July 31, 


Issuance of Common Stock for the purchase of a com- 
pany See eee eee eee eeeeeeseseeeeeseesesianesece 


Malone 06608 OE $005 dss kee ki cteosconsetecscack : 


Retained Earnings: 
Balance (deficit) at beginning of year 


see eee eee eee een eee eeseeeeeees 


DaenGs COROT WE. bo vosncd vdbed eeekeic cake cian 


*See Note (a) to the consolidated statement of income. 


(000’s Omitted) 
196$ 


$27,752 


~~. 


54 


1,028 


The accompanying notcs are an integral part of these statements. 


41 


1970 


$28,834 


328 


Numbers of sharcs shown above have been adjusted to give effect to the 2 for 1 stock split in July 1968. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
‘ NOTES TO FINANCIAL STATEMENTS 


Note A. PRINCIPLES OF CONSOLIDATION: 


The accotapanying financial statements include in consolidation the ace: ints of all domestic subsidiarics 
for all periods and forcign subsidiarics commencing with the :9( ? jscal year (see below). The finan- 
cial statements include on a pooling-of-interests basis, the consolidated accounts of Anelex Corpora- 
tion, Soroban Ensgincering, Inc. and Obr-Tronics, Inc., three companics acquired during fiscal 1968 
in exchange for an agsregate of 1,144,946 shares (adjusted for 2 for 1 stock split in July 1968) of 
Common Stock. See Note (a) to the consolidated statement of income. A fourth company (H. M. 
Storms Company) was acquired in 1968 in exchange for 46,906 shares (adjusted for the stock split) 
of Common Stock and its accounts have been included ia the consolidated statement of income from 
the date of purchase. 


Excess of cost over underlying book equity of companies acquired is principally applicable to the above 


purchased company. Amortization of such intangibles was discontinued in 1969, since, in the opinion 
of management, there has been no diminution of value; the effect of such change was immaterial. 


All material intercompany items and transactions have been eliminated in consolidation. Investments in 
subsidiaries are reflected on the books of the Parent company on the equity method of accounting. 


The accounts of forcign subsidiaries have been translated into United States dollars at appropriate his- 
torical, average or current rates of exchange. The net unrealized gains or losses on translation (not 
material) have been credited or charged to income. ; : 


Included in the accompanying consolidated balance sheet as at July 31, 1970 are the following amounts 
applicable to the forei~a subsidiaries (exclusive of intercompan’) balances): 


000% Omitted) 


Current assets ............ seccceccccccccccccccecs $16,398 
Current liabilities tteeerccccvceccccecsccess (14,576) 
Rental machines — net .........cccccccccencccccces 15,994 
Other Liabilities — net indescckyeuesbaebonevsesvcote (248) 
WOE OME as occ a iceacocdentiarletes $17,568 

: —_— 


Foreign subsidiaries have pledged approximately $5,700,000 of assets as collateral for short-term loans. 


Foreign operations resulted in net income for fiscal 1970 of approximately $3,500,000 and for fiscal 1969 
of approximately $1,990,000 and a net loss for fiscal 1968 of approximately $211,000. Prior to 
August 1, 1967, the activities of the foreign subsidiaries consisted almest entirely of start-u> operations 
and net costs prior to that date were deferred to be amortized over the subsequent three-year period. 


Note B. INVENTORIES: 


Cost represents invoice or production cost on a first-in, first-out or average basis. Market represents re- 
placement cost or realizable values after provision for estimated costs of completion and sale. The 
amounts of opening and closing inventories entering into the computation of cost of sales are: 


End of fiscal period : 
ended in ; 000’s Omitted) 


TD Fetes vecceh du venossevoncatedisesesssaesvansec MRMEES 
IVES ..rccccrscccssccscccecccccccccccesccccesccccs 19,030 
BOOP ocrcrecccccccscccccccccccccccccccsccscccccess 98,486 
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MOHAWK DATA SCIENCES CORP. AND VUBSIDIARIES 


sd NOTES TO FINANCIAL STATEMENTS (Continucd) 
Note C. RENTAL MACHINES AND FIXED ASSETS: 
The following tabulation sets forth rental machines and the major tlassifications of fixed assets and the 
estimated useful lives used in computing depreciation and amortization: 
Cost as at 
July 31, 1970 ‘i 
Rental machines ........... ccooscescce Sand$ $55,672 
. , -——__—_—_} 
Land and improvements ............00- 10 $ 1,209 
Buildings and improvements ............ 5-45 } 6,881 
Machinery and equipment ............ eo 333 12,393 
Construction in progress .......ee00 eas 379 
1,062 
é For financial reporting purposes, depreciation is computed on rental machines by the 150% declining- 


balance method as to those machines delivered prior to August 1, 1967; as to those machines delivered 
aftcr that date, the cost of the machines is depreciated 20S during each of the first four years aod 
the balance over the remaining life of such assets. Depreciation on other fixed assets is computed 
principally by the straight-line method. Expenditures for maintenam ¢, repairs and renewals are 
charzed to income as incurred. Betterments which significantly extend the useful lives of assets are ; 
* > capitalized. At the time fixed assets are sold, retired or otherwise disposed of, the cost thereof and the + 


related accumulated depreciation or amortization are eliminated from the eccovats and any gain or 
loss is credited or charged to income. 


The capitalized cost of machines, rented by forcign subsidiaries, which are manufactured in the United 
States, includes, commencing in 1969, certain handling costs. The effect of such change was not sig- 


Y nificant 
’ Note D. OTHER ASSETS: (00%s 
Ph em , Omitted) 
Other assets consist of the following: 
PeDUW ONE GCCONRIT TOCEINRIND Gio. ooo Le bcc oencos baceannweobdibviennas $1,298 
Expenses related to subordinated debentures, less amortization of $30,000 
being amortized over term of debt) ..... ebtetsucceess danas tazaaebe 990 
. Investments —at cost .........ce0ce cedsshabhersneeesepawebedecneéase 290 
af costs, applicable to forcizn operations, less accumulated amortization 
of $529,000 (being amortized over three years)...... Se PT sceke 108 : 
surrender value of life insurance policies.......... Seeeegesineenees 3 es j 
$3,173 ‘ 


Note E. U. S. AND FOREIGN INCOME TAXES: 

For income tax purposes, depreciation is computed on rental machines and most fixed asse’s by acceler- : 
ated methods and gross profits on certain intercompany sales are not deferred; these policies, together 
with others, differ from those employed for finzncial reporting purposes. Provision has been raade in 

> the accompanying financial statements for applicable deferred income taxes. ' 

Investment tax credits are arnortized over the useful lives of the applicable property. The provisions for | 
Federal income taxes for 1968, 1969 and 1970 were reduced oy amortization of investment tax credits 
amounting to $176,000, $350,000 and $345,000, respectively. Amounts credited to income in prior 


years were not significant. : 

Note F, CONVERTIBLE DEBENTURES: i i 

& . The 544% Convertible Subordinated Debentures (due 1994) of $30,000,000 (payable by the Company) | 
aod the 514% Subordinated (Guaranteed Debentures (due 1959) of $15,000,000 (payable by a sub- : 


sidiary, MDS Capital Corporation, and guaranteed by the Company) are convertible into Common 
Stock of the Company at $85.50 and $$2.00 rer share, -espectively. ‘The indenture under which the 
debentures duc in 1994 were issued, provides for annual sinking fund payments, beginning in 1979, 
of 5% of the principal amount outstanding on December 15, 1978. 
* : 43 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 


Note G. MORTGAGES PAYABLE AND OTHER LONG TERM DEBT: 
Mortgages payable and other long term debt consists of the following: 


(000's 
Omitted) 
2% % —75 Mortgages payable in monthly installments 
to 1988 (collatcralized by certain real | re 854 


10% % and 104% notes payable (duc sisinctscccs, . 158 
Less — Current portion bbdieta deka concois 62 


Of the foregoing $854,000 is payable by the Company and $1,351,000 by a subsidiary, MDS-France 
SA., and guaranteed by the Company. 

Annval payments of principal on Jong term debt required during the next succeeding five fiscal years are 
$62,000 (15 1), $65,000 (1972), $1,420,000 (1$73), $72,000 (1974) and $67,000 (1975). 


Note H. PENSION AND PROFIT SHARING PLANS: 


The Company and its dorm-stic subsidiaries have a non-contributory pension plan (commenced in 1969) 
and a non-contributory ;rofit sharing retirement pian (commenced in 1970) covering substantially all 
their en:ployees. Approximately $475,000 (1969) and $728,000 (1970) was provided to cover the cost 
of such plans. It is the Company’s policy to .und pension costs as they accrue, which costs are based 
Upon an appropriate actucrial method, and the profit sharing costs represent approximately 3% of 
consolidated net income before income taxes, as defined. A change in actuarial assumptions for the 
pension plan was made during 1970 which had no material effect 0a net income. 


Note IL. COMMON STOCK: 


In Avgust 1966 the Common Stock was split 2 for 1 and the authorized shares were increased to 
3,500,C90 shares, par value 1%¢ per shore. In December 1967, the authorized shares were increased to 
7,000,000 shares. In July 1968, the Commor, Stock was split 2 for 1, and in November 1968 the 
autherized shares were increased to 15,000,600 shares, and 1,000,000 shares of Freferred Stock, par 
value $1.00 per s* re, were authorized (none of which has been issued). Where appropriate, effect is 
given to such spliis. ; : : 

On July 9, 1970, a new non-qualified stock option plan for key employees of the Company and its sub- 

_ sidiaries for up to 400,000 shares was adopted by the Board of Directors. For each unexercised quali. 
fied stock option (and unexercised non-qualified option in the case of foreign employees) outstanding 
on July 9, 1970, the Company granted a noa-qualified option at $23.00 per share under the new plan. 
In convection with the edoption of the new plan the qualified stock option pians (and Hoa-qualified 
stock option plan in the case of foreign employees) in existence at July 9, 1970 were terminated, 
except for the options which were outstanding thereunder at July 9, 1970. Such new options, in effect, 
provide that the exercise of an option under either plan will cancel all options held by the optionee 
under the other plan. In addition to such rants of options for 177,600 shares, the Company also 
granted options fer 103.450 shares ct $23.00. Although the option price may be up to 25% below 
the fair market value on the date of granting the option, all options granted to date have been granted 
at fair market valuc. Options become exercisable, at various percentages, cumulatively from one to 
five ycars after the date of grant and may be exercised up to 10 years after the date of grant, when 


such options expire. 
~— ‘ Option Price Market Price 
Shares PerShare_ - Total Per Share Total 
(At Date of Grant) 
Options outstanding at July 31, 
1970, granted in 1970...... 280,350 $23.00 $ 6,448,050 $23.00 $ 6,448,050 


Options for 700 shares were cancelled during July 1970. 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 


The following information relates to the qualified and non-qualified stock option plans which have becn terminated, ex- 


cept for outstanding options thereunder at July 9, 1970, by the adoption of the new non-qualificd plan described 
above. 


Qualified plans for key employecs of the Company under which options are exercizable during a period beginning one 
year and ending five years after the date of giant: 


er ad tion Price - Market Price 
Shares Per Share® Total Per Share Total 
Options outstanding as at July 31, * (At Date of Grant) 
1970, granted during: (A 
Fiscal year ended in: 
BGS danchae basnnseeos ny: 350 $25.625 $ 8,969 $25.625 $ 8,969 
Ea eee «+ 68,000 $51.00 to $102.125 $,618,112 $51.00 to $102.125 5,618,112 
Be sc aeenatessséccesus - 42,500 61.625to 87.685 3,118,413 61.625to 87.685 3,118,413 
SFOe aadnceeceanseesee ~- 46,200 5625to 77.625 2,813,088 56.25 to 77.625 2,813,088 
157,050 ; $11,558,582 $11,558,582 
—_—_ - —_—_—_—_ - —— 


Options (other than cancelled 
options) which became ex- . fs 
ercisable during: “es es 5 


Fiscal year ended in: . (At Date First Exercisable) 
BOE Sakascstscessl eoooe 2,500 $10.25 to$ 25.625 $ 56,537 $53.00to$ 79.50 $ 167,600 
OGM gbesnees ovadee eseee 41,045 $1.00 to 102.125 3,150,973 63.00 to 89.656 3,001,132 
BED ébcissiosar< cocccce 22,450 61.625 to 102.125 1,851,269 20.937 to 83.375 1,074,250 

Options exe. sed during: ‘ : . ei : ‘ 

Fiscal year ended in: : (At Date of Exercise) 

BOGE £5ke0neceusaanosewe 73,416 $ Al7to$ 25.625 $ 83,207 $49.00 to $107.375 $ 5,921,590 
DOO cuebccveswncces csoe 3,250 4.12S5to 25.625 6,231 6v.625to 71.75 83,537 
BSED vie veckeincscdccandi 800 25.625 20,500 38.875 to 83.937 40,112 


*Refer to the second paragraph of this Note for information regarding the new non-qualified stock option plan. 
Options for 11,000 shares (1968), 53,400 shares (1969) and 49,830 shares (1970) were cancelled. 


Non-qualified plans for employees of the Company's foreign operations under which of‘ions are currently exercisable 
and expire five years after the date of grant: 


Nomber 7 
Po aes Option Price Market Price 
Shares Per Share* Total Per Share Total 
Options outstanding as at July 31, * (At Date of Grant) 
1970, granted during: 
Fiscal year ended in: 
ROE dcetseobcaos bieewen 600 $37.00 $ 22,200 $37.00 $ 22,200 
5 EEA épeseene. . Seeee $49.25 to$ 92.00 685,375 $49.75 to$ 93.50 692,233 
eee ccccccecce $8,000 73.25 to 85.00 613,550 73.25 to 87.688 616,488 
PeEE. hiweceacees 090e8es - 1,850 56.25 to 76.81 134,623 56.25 to 76.81 134,623 
19,850 $ 1,455,748 i $ 1,465,549 
=—_—_—_—_— , ——————_——__} 


Options (other than cancelled 
Options) which became ex- 
ercisable during: 


Fiscal year ended in: i (At Date First Exercisable) 
BOGE: scases sseccccccccse 24,000 $31.00 to$ 92.90 $ 1,223,475 $79.50 $ 1,908,000 
FHS cc cccseccscesenecee!:: Mee 73.25 to 85.00 613,550 $73.25 to$ 87.638 616,487 
BUUO. cecisie coccceccccce Bps0 $6.25 to 76.81 134,623 56.25 to 76.81 * 134,623 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 
Number Option Price Market Price 
of . 
Shares Per Sharc* Total Per Share Total 


Options exercised during: (At Date of Exercise) 
Fiscal year ended in: F 
11,534 $15.00 to $49.25 $307,860 $78.00 to $93.50 $964,902 
. 400 37.00 14,800 71.75 to 74.25 28,950 
gg eS ea 5,200 31.00 to 66.50 . 233,400 69.75 to 78.375 394,150 


“Refer to the second paragraph of this Note for.information regarding the new non-qualified stock option plan. 

Options for 200 shares were cancelled in 1970. . 

On October 20, 1967, the Company assumed the obligations of an acquired company under its Restricted 
Stock Option Plan to issue up to 14,224 shares of its Common Stock at prices of $10.21 and $17.82 
per share (aggregate $241,209); market prices a* dates of grant were $10.75 and $18.75 (ascregate 
$253,900). At July 31, 1979. -ptions for 1,666 shares were outstanding at a price of $17.82 per share 
(aggregate $29,688); market price at date of grant was $18.75 per share (ageregate $31,238). Options 
were exercised for 9,222 shares (October 20, 1967 to July 31, 1968), 1,265 shares (1969) and 1,266 
shares (1970) at the above option prices for a total consideration of $197,195; the market prices at 
the date «! exercise ranged from $63.50 to $99.00 per share (aggregate $938,625). Options for 805 
shares were cancelled (1969) and are not reissuable. 

Under the Employees’ Stock Purchase Pian, adopted during fiscal 1969, 970 shares were issued (812 
during fiscal 1970); subscriptions for 36,936 shares of Common Stock were outstanding at July 31, 
1970; 112,094 shares were available for future grants under the plan. 

During October 1967, 3,334 shares were purchased by a key employee of the Company's foreign opera- 
tions at $15.00 per share. The market value of such shares on the date of the agreement was $31.00 
per share. The Company has amortized the excess of the aforementioned tarket value over the pur- 
chase price during a three-year period which began in May 1967, which approximated the term of 
his employment contract. 

There were no charges to income in connection with stock options except as noted in the preceding para- 
graph. . 

_ Upon exercise of stock options, the Company credits the Common Stock account with the par value of 
shares issued therefor and credits Capital in Excess of Par Value with the excess of proceeds over such 
par value. te ae 

At July 31, 1970, 550,696 shares of Common Stock were reserve’ for the stock option and purchase 
Flans and 533,805 shares for conversion of convertible debenture. 


Note J. CONTINGENCIES, COMMITMENTS AND OTHER COMMENTS: 

Annual rentals of real property aggregated approximately $1,000,000 as at July 31, 1970. 

Management is of the opinion that adjustments, if any, of sales subject to the Renegotiation Act of 1951 
will have no material effect on the financial statements. 

Commencing in te 1970 fiscal year, the Company sold certain equipment on rent for approximately 
$4,100,000 to non-afilliated third parties. The rclated sales agreements provide, in the event of ter- 
mination of any leases during the five years after the sale, for options by the Company generally to 
substitute lessees or substitute equipment. Fh: maximum liability for future rental payments during 
such five years, under such agreements at July 31, 1970, discounted to present value, approximates 
$4,200,000. After five years, the Company participates in rentals received on such equipment and has 
an option to repuichase any or all of such units sold. 

Included in “Notes Payable” is $4,650,000 of notes to banks due July 31, 1971 issued under a credit 
agrecment, pursuant to which the banks have agreed to loan to July 31, 1971, an agererate principal 
amount of up to $20,000,000, as adjusted, in the United States and up to $5,000,000 to foreien sub- 
sidiaries. Such acreement includes provisions which, among other matters, relate to the creation of 
additional long-term indebtedness, the maintenance of net operating assets, as defined, at certain levels 
and the maintenance of certain financial ratios, 
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MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES 
NOTES TO FINANCIAL STATEMENTS (Continued) 


Note K. SUPPLEMENTARY PROFIT AND LOSS INFORMATION: 


Charged Directly to 
Profit and Loss 
To Cost of 
Item Sales, Rentals 
and Service (a) Other Total 
(000's Omitted) 
Maintenance aad repairs(b): * 
Fiscal year ended in: 
oo, ES dubee abbas cocccccee $ 255 $ 12 $ 267 
REE btaeustbeveckans bevecdncecoas 191 35 226 
WP ab5ecbvasecessacioe eesebwotes 412 12S $37 
Depreciation and amortization: 
Fiscal year ended in: 
WED sie cocder. ~badeasns coccccccee $316 . 399 3,513 
es ERE Ste sie tienstcs:)) deen 598 6,180 
\ OTe 6aeees Covcccccenccccccccccess 9,659 .. 866 10,525 
\ . 
\ey ; Taxes, other than income taxes—principally 
payroll t»xes: 
Fiscal year ended in: ‘ : 
ee Ware Ree SCE 761 1,714 
FOO wvtawvien<étcnes e-uecccccccee 3,073 1,235 2,308 
TOGO nccsunane heron coegccoe 1,758 1,393 3,151 
Rents—premises and equipmen’.. 
Fiscal year ended in: 
ROOD eraeseese etetauas bbawretudons $72 353 925 
FEE  Sonsc souk cesdcduadsase oeuenan 457 $22 1,379 
Do ere $00 Coes eebseedoves 410 1,143 1,553 
Royalties: 
Fiscal year ended in: 
SOUP cdewerseahasnasedenedatiwddes 41 41 
TO cscdess 06600 bednebbaeenhennee ; 51 51 
1970 ..cccccccee eeu evccesecccesers 22 22 


There were no management and service contract fees. 


Provisions for doubtful accounts for the fiscal years ended in 1968, 1969 and 1970 amounted to $136,000, $244,000 
@ and $771,090, respectively. 


(a) included are amounts charced to rental machines. The Company's accounting records do not segregate 
amounts charged to such equipment. 
(b) Excludes costs of maintaining rental machines as such service is billed to customers pursuant to contracts. 
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Teak, cae |e lin peaRaean ie Ae : e Exhibit I 
MINNESOTA BUSINESS CORPORATION ACT 


301.40 RIGHTS OF SHAREIIOLDERS NOT ASSENTING TO CERTAIN CORPORATE AC- 
TION. Subdivision 1. Objection to proposea amendment of articles. If a corporation has given 
notice to shareholders of a proposal to amend the articles of incorporation, which proposed amendment 
would substantially change the corporate purpe-cs or would extend the duration of the corporation, 
a sharcholder may, at any time prior te the date of the mecting at which such proposed amendment is 
to be voted upon, file a written objection to such amendment in the office of the secretary or president 
of the corporation and demand payment for all shares owncd by such sharcholder; provided, that such 
demand shall be of no ‘force and effcct if such shareholder votes in favor of the amendment, or at any 
time consents thereto in writing, or if the proposed amendment be not in fact effected. 


Subd. 2. Appraisers. If, after such a demand by one or more shareholders, the corporation 
and one or more suarcholders cannot agree upon the fair cash valuc of the shares at the time such 
amendment was authorized, such value shall be determined in a single proceeding by three disinter- 
ested appraisers, one of whom shall be named by the sharcholders, another by tl.2 corporation, and the 
. third by the two thus chosen. The appraiser named by such shareholders shall, in the event of disagree- 
ment among such shareholders, be selected by the holders of a majority of the shares with respect to 
which payment has been demanded. ‘fhe determination of a majority of the appraisers in good faith 
made shall be binding on all demarding shareholders and the corporation, arid if the amount so deter- 
mined is not paid by che corporation within 30 days after it is made, such amount may be recovered 
in an action by any such demanding shareholder against the corporation. The corporation shall not be 
required te make payment of such amont except upon transfer to it of the shares for which such pay- 
ment was demanded and upon surrend-r of the certificate or certificates evidencing the same. 


Subc. 3. Expenses. The appraisers’ expenses and fecs, together with other expenscs, not includ- 
ing counsel fees, incurred in the conduct of the ar‘sitration shall be paid by the corporation except that 
all or any part of such costs and expenses may be apportioned and assessed against any or ail of the de- 
manding shareholders if a majority of the appraisers in good faith find that such demanding shareholders 
refused to accept an offer to purchase of the corporation and that such refusal was arbitrary or vexa- 
tious or otherwise not in good faith. 


Subd. 4. Withdrawal of demand. Any shareholder making such demand may withdraw %< de- 
mand at any time prior to the determination of the fair cash value of the shares by filing written :.otice 
of such withdrawal in the office of the secretary or president of the corporation. 


Subd. 5. Payment, when not made. A shareholder shall not be entitled to payment for his shares 
under the provisions of this section unless the value of the corporate assets which would remain after 
such payment would be at least equal to the aygregate amount of its debts and liabilities exclusive of 
sta.ed capital. “ 


301.44 DISSENTING SHAREHOLDERS; RIGIITS. Subdivision 1. Demand for payment. 
If a demestic corporation has giver. notice to sharcholders of a proposal to merge into or consolidate 
with any other corporation or corporations, a sharcholder may, at any time prior to the date of the meet- 
ing at which such proposed merger or consolidation is to be voted upon, file a written objection to such 
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merger or consolidation in the office of the secretary or president of the corporation and demand pay- 
ment for his sharcs and have the fair cash value thercof determined as provided in section 301.40, the 
relevant provisions of which section shall be in all respects applicable; provided, that such demand shall 
be of no force and effect if such sharcholder votes in favor of the merger or consolidation, or at any 
time consents thercto in writing, or if the proposed merger or consolidation be not in fact effected. The 


liability of such corporation to such dissenting shareholder for the fair cash value of the shares so agreed 


upon or awarded shall also be a liability of the consolidated or surviving corporation, as the cas: may 
be. 


Subd. 2. Failure to object dceeined assent. Those sharcholders of the constituent corporations 


who do not object in writing and demand payment for their shares pursuant to the provisions of sub- 
division 1 shall be deemed to have assented to the consolidation or merger, as the case may be, on the 
terms specified in the agreement of the consolidation or merger. 
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ATRON CORPORATION 


DIRECTORS 


Richard L. Karpen, 
Executive Vice President, ° 
Mohawk Data Sciences Corp. 


Mark M. Koschmann, 


Atron Corporation 


Dennis C. Stanga, 


Vice President of Administration 
and Treasurer, 


Atron Corporation * 


Joseph S. Stoutenburgh, 
Chairman and President, 
Atron Corporation 


Jeffrey Weiss, 
Associate in Investment Banking, 
Ladenburg, Thalmann & Co. 


Vice President of Marketing and Systems, 
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OFFICERS 


Joseph S. Stoutenbu rgh, 

Chairman and President 

Dennis C. Stange. 

Vice President of Administration 
and Treasurer 

Mark M. Koschmann, 

Vice President of Marketing and Systems 

Finley E. McLec.d, 

Vice President «tf Production 

Robert J. Gountanis, 

Vice President of Marketing 


CORPORATE OFFICE 


1256 Trapp Road, 
St.Paul, Minnesota 55118 


GENERAL COUNSEL 


Dorsey, Marquart, Windhorst, 
West & Halladay 

2400 First National Bank Building, 
Minneapolis, Minnesota 55402 


INDEPENDENT ACCOUNTANTS 


Hurdman and Cranstoun, Penney & Co. 
140 Broadway, New York, New York 10005 


TRANSFER AGENT AND 
REGISTRAR 


First Trust Company of St. Paul 
First National Bank Building, 
332 Minnesota Street, 

St.Paul, Minnesota 55101 


SHARES TRADED 


Over the Counter, 
(Ticker Symbol! “ATRN") 


Annual Meeting of Shareholders will be 
held at 10 A.M. on Wednesday, Januar;' 27, 
1971, at the Sheraton Motor lan, 2525 East 
78ih Street, Minneapolis, Minnesota 55420. 


TO OUR STOCKHOLDERS: 


The Atron Corporation was organ’zed 
in November 1968. Our fiscal year 
extends from October 1 through Sep- 
tember 30. For the fiscal year ending 
September 30, 1970, our revenues 
totaled $895,483, and our net loss was 
$1,087,304 or $1.10 per share based on 
the weighted average of shares out- 
standing. Included in the net loss 
figure is the amortization of $161,609 
for promotional and development costs 
incurred prior to Octcber 1, 1969. 

The fiscal year has marked the major 
development of the company in three 
areas. First, Atron Corporation stock 
was offered to the public in January 
1970. The proceeds from this offering 
have permitted the company to pursue 
necessary organizational, product, and 
market developments. Secondly, prod- 
uct development was pursued for cur- 
rent and future OEM and End User 
markets. Thirdly, the marketing and 
customer service organizations were 
established for our initial entry into 
the End User market, as well as the 
extension of our customer potential 
for OEM products. 

Our backlog increased in the final 
quarter of FY 1970 to $853,805, which 
was a continuation of the positive 
trend in the previous quarter. More 
than 90% of the total 1970 sales were 
‘t+ Mohawk Data Sciences Corp. Both 
the MDS backlog and the non-MDS 
business are expected to increase over 
the next six months, and it is antici- 
pated that MDS orders will continue to 
be a major percentage of our sales in 
the coming year. ' 

The introduction of the ATRON 
Datamanager Terminal Family at the 
beginning of our new fiscal year sig- 
nals another phase in the company's 
growing market development. The ter- 
minal family takes advantage of the 
company's basic products and, being 
Programmable, our terminals are par- 
ticularly versatile in their applications. 
Our initial customer contacts also con- 
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firm what has recently been indicated 
in independent publications — that 
there is a substantial market for pro- 
grammable **tch terminals. Pointing 
toward this market, therefore, we feel 
that our product-line terminal family is 
among the leaders in offering a sale- 
able spectrum of system capabilities 
and a terminal with true application 
versatility. 

Atron entered the new fiscal year 
with an excei/ent cash position of over 
$3 million, maintained a delt-free 
posture, and continued the upward 
trend in its backlog picture inio the 
first quarter of FY 1971. 

Economic conditions during FY 1971 
are difficult to predict. For this reason, 
Atron management is taking a conser- 
vative course in operating budgets and 
capital expenditures. With success in 
the placement of End User terminals, 
capital requirements for FY.1971 will 
be increased. However, with our strong 
cash position and FY 1971 business 
expected to be predominantly OEM, 
we do not anticipate a cash problem. 


Sincerely 


. B. i 
J. S. Stoutenburgh 


Chairman and President 
December 28, 1970 
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PRODUCTS 


When selecting products ‘or evelopment, Atron has aiways recognized the 
fact that our industry is cha‘... ‘rized by rzpid technoiogical change and the 
continuing danger of early v-. escence. &*ror “roducts must be sufficiently 
flexible to give them long-term responsiveness to our customer's needs — both 
OEM and Evid User. The technology we use must be se, cted for its high per- 
formance and reliability, as well as being cost competitive. Our development of 
products and our selection of peripherai equipment, therefore, are always under- 
taken with these important fac's consisteaily in mind. 


? 


CURRENT ATRON PRODUCTS: 


example, Atron has developed and 
released peripheral subsystems for 


Atron delivered its first computer in 
September 1969. This computer, the 


ATRON 501 Datamanager, is designed 
f-r high efficiency in handling strings 
of characters for data manipulat‘on, 
input and output processing, ind 
typical business arithmetic operaticns. 
The design oi ‘-., ‘01 Datamanager 
computer hic .iig:** characteristics 
which make it particularly attractive in 
a wide variciy of applications. High- 
level macro ins!. uctions, for example, 
are implemen’ed in the logic circuits 
in a manne: “nich make the Data- 
manager easy tu program and very 
versatile in its application. 

In addition to providing a program- 
mable control unit for the OEM markei, 
the 501 Gatamanager'’s advanced 
architecture and input/output flexibil- 
ity make it an excellent main processor 
for those numerous small system con- 
figurations which require muliiple 
peripherals and data communications 
Capability. During FY 1970, for 


‘ 


501 Datamanager computer — basis 
for the ATRON Terminal Family. 


medium-speed card readers, medium- 
speed priniers, fixed- and removable- 
disc units, 7- and 9-track magnetic tape 
units, teletypewriters, CRTs, as well as 
extensive data communications fea- 
tures and options. 

Atron has recently released a series 


be puakads Meee) 720 aoe 


: : 
? 3 | 
} ii} 
; ' 
; t 


| i 


+ 9 oS pe one 
. a ete 


of terminals in {he remote batch cate- 
gory for the End User market. Designe’ 
and built around the 501 Datamanager 
computer, Afron terminals can be made 
to operate with any central site which 
has facilities a’. . ‘andard sofiware to 
accep! remote cb entry tasks over 
standard communication lines. 

The product announcement for the 
ATRON Dat.-manager Terminal Family 
was made in October 1970 and, prior 
to th? announcement, terminals were 
delivered to three customers. Our first 
terminal was placed into operation in 
Washington, D.C. in June 1970 and 
operates with an IBM 360/65 central 
site. Also, one customer site is opera- 
tional with the CDC 200 User software 
package, which Atron provided for the 
terminal. This particular terminal oper- 
ates into acentral site which has a CDC 
6600 large-scale computer system. 
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Because the Atron product family 
cf terminals uses predominantly MDS 
. ripheral devices, MOS has agreed 
.2 selectively assist Afron in our cus- 
tomer support needs — under contract 
~— during the development period of 
our internal customer services organi- 
zation. 

Numerous software products were 
also developed and released by Atron 
during FY 1970. The ATRON assem- 
bler, for example, oper. *2s under the 
IBM DOS operating system, is coded in 
the BAL language, and élso operates 
on several Atron system configura- 
tions. Other software products devel- 
oped and in use include: utility rou- 
tines, a card-to-print and tape-to-print 
report generator, and an IBM 2780 
communications package for remote 
batch terminal operations under IBM 
360 RJE and HASP. 
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ATRON PRODUCTS UNDER DEVELOPMENT: 


Gace ie: 


Atron siarted a significant number of 
new produci developments in FY 1970. 
For example, the development of low- 
and high-speed peripheral subsystems 
was started in FY 1970, and these new 
subsystems will be available to our 
customers in FY 1971. The release of 
the low- and high-speed feripheral 
subsystems will extond Atron’s termi- 
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High-s%eed peripheral system ‘or the 501 Datamanager. 


nal system coverage over a wide 
spectrum of capabilities and heip us 
cupitalize on existing requirements in 
the termine’ market. 

Another important Atron product, a 
low-speed multiplexer, is currently 
under development and will be avail- 
able in the first half of FY 1971. The 
low-speed multiplexer will extend the 


aa oe of Popes er —a 
qua control procedure prior 
to installation. 


flexibility of the 501 Datamanager 
computer in special and communica- 
tions applications. 

Analysis and development were 
undertaken during FY 1970 in the field 
of low-cost, flexible peripheral con- 
trollers for the OEM market. This 
product has been shown to selected 
customers and will also be presented 
at the New York IEEE show in the 
spring. The design concept for the 
peripheral controllers permits a modu- 
lar selection of elements, thus a con- 
troller can be tailored to a customer's 
exact needs at a minimum cost. Should 
the custome: have several controller 
requirements, he not only gains flexi- 
bility with ATRON controllers but also 
retains element, support, and process 
commonality. 

Strong software product develop- 
ment will continue in FY 1971. The 
programm=bility of o'r systems is a 
major attribute in both the OEM mar- 
ket and the End User terminal market. 
Atron’s 200 User software package, 
which is already operational with a 
CC 6600 iarge-scale computer at the 
University of Minnesota, is being de- 
veloped as part of our product line 
and will be deliverable early in FY 
1971. Also available during the year 
are a UNIVAC 1004 communications 
package and other standard communi- 
cations software packages. 
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Engineering of printed-circuit cards before 
photo-etching. 


Prirted-circuit card pluggable assembly after 
efching and component assembly. 


ATRON 601 Controllers — application-tailored trom a set of standard, pluggable, PC card assemblies. 
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PERSONNEL AND FACILITIES 


Two, changes in the Atron Board of 
Directors were made in FY 1970. Mr. 
Richard Rifenburgh resigned because 
of his increased workload in his new 
responsibilities as President of Mo- 
hawk Data Sciences Corp. Mr. Richard 
L. Karpen, Executive Vice President of 
MDS, was elected to fill that vacancy. 
Mr. Jeffrey Weiss of Ladenburg, Thal- 
mann and Co. was elected to the 
Board to fill the vacancy created by 
the resignation of Mr. Pierre J. Le- 
Landais. 

Mr. Mark M. Koschmann was ap- 
pointed Vice President of Marketing 
and Systems, and Mr. Roberi J. Goun- 
tanis was appointed Vice President 
of Marketing. These appointments add 
Strength to Atron’s marketing thrust 
by combining the essential contribut- 
ing elements of systems and program- 
ming under single executive direction. 

At the beginning of FY 1970, the 
Atron Corporation had 59 employees. 
Total employment increased to 121 by 
the end of the fiscal year. The com- 


MANPOWER RESOURCES 


1970 


pany has developed a highly qualified 
Organization, which is well balanced 
in development, manufacturing, mar- 
keting, and administration. . ver the 
past fiscal year. manpower has been 
added primarily in Marketing, Cus- 
tomer Services and Support, and 
Production. With a view to the rising 
backlog, production employment will 
increase significantly in the first half 
of F'’ 1971. Additions to the Marketing 
and Customer Services elements can 
also be expected — consistent with 
the overall growth performance during 
the next year. 

The company facility, 1256 Trapp 
Road, St. Paul, Minn., was expanded 
to 30,000 square feet and occupation 
will be complete in the first quarter 
of FY 1971. The added space is being 
devoted primarily to unit production 
and system checkout. !n addition to 
its St. Paul facility, the company has 
opened sales offices in Boston, Dallas, 
San Francisco, and Minneapolis. 
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1. Operations — planning and review — a constant activity. 2. Headquarters facilities — St. Paul. 
3. Magnetic tape units duting testing prior to shipment. 4. Printed-circuit assembly in a section of 

Atron’s production facilities. 5, Manufacturing parts crib -- control and flow to the assembiy floor. 
6. Checkout of an Off-Line Print ete f store shipment to a customer, 
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FINANCIAL: 


BALANCE SHEET 


ASSETS 


September 30, 
1970 1969 


Current assets: 


RIN. ree ckuskCeacenbinbentaneselemees $ 30,270 $ 745,094 


Temporary investments, at cost plus 
accrued interest, approximating 
WIS CE oo cas Sa bese hooks 3,079,020 = 


Accounts receivable (net of allowance 
for doubtful accounts — $4,500, 1970; 
WO TUNE aS vlinSeewdas.s. . vs Ciheoacece 333,411 8,106 


Costs recoverable under ive sntracts ..... — 19,280 


Inventories, at the lower of ave:ege 
. Cost or market: 


Pe MN fio hte ok eu eu 54,493 -~ 
Fe ONE ek ieee ee 174,219 35,727 
Raw material and components ..... ie aig aa 269,619 44,792 
Propane GMpeneds | | cies ii cuccs PRA 11,030 2,165 
Total current assets .............. 3,952,062 855,164 


Rental and demonstration equipment, at cost less 
accumulated depreciation of $5,830 (Note 3) ... 81,568 _ 


Equipment, furniture and leasehold 
improvements, at cost (Note 3): 


Plant and engineering equipment .......... 193,290 52,299 
Office furniture and equipment ............. 58,561 26,527 
Leasehold improvements ................. 15,623 12,190 
267,474 91,016 

Less accumulated depreciation .......... 23,012 1,864 
244,462 89,152 


Unrecovered promotional and developmental 
costs, net of amortization of $161,609 (Note 1) . 323,219 484,828 


$4,601,311 $1,429,144 
—= —— === 


The accompanying notes are an integral part of the financial statements. 
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BALANCE SHEET 


LIABILITIES AND STOCKHOLDERS’ EQUITY 


1970 
Current liabilities: 
PU I Sc es org ee Pi $ 201,387 
. Accrued salaries, wages and rl 
I I ei anisie de bued badd ook oka ous 75,476 
Payroll taxes wiihheld ...................... - 12,972 
Accrued taxes, other than income ....,....... 14,536 
Total current liabilities ....... ‘aa 304,371 
Commitments (Note 4) 
Stockholders’ equity (Notes 5 and 6): 
Common shares, par value $.20 per share: 
Authorized, 1,500,009 shares 
Issued, 1,093,323 shares — 1970; 

792,500 shares—1969 ................. 218,665 
Capital contributed in excess of Par value ..... 5,169,579 
WEE exec el cna lse bande cua. re kw (1,087,304) 

~ 4,300,940 

Less 6,500 shares held in treasury, 
a cost (unchanged) .... 0... coc cc cecs 4,000 
. 4,296,940 


$4,601,311 
— 


September 30, 
7 1 


969 
$ 62,823 


30,677 
6,622 
3,089 

103,211 


158,500 
1,171,433 


1,329,933 


4,000 
1,325,933 


$1,429,144 


The accompanying notes are an integral part of the financial Statements. 
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STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


Year Ended September 30, 1970 

Source of Funds: , 
Proceeds from sale of 150,000 units 

consisting of two common shares and a 

warrant to purchase one common share, 

net of costs of $58,335 incurred during the 

year ended September 30, 1970 ............ 
Proceeds from the sale of common shares 

pursuant to the exercise of stock options .... 


Application of Funds: 


OE TNS CRETE IEE 6.5.05 0 oe new sal cavenenews $1,087,304 
Less non-cash items: 
Amortization yrecovercd promotional 
and deveic; .ental costs ............. 161,609 
CORNOCIINY 5s i cn ncdos do becneemoeece 27,082 


Additions to equipment, furniture, 
leasehold improvements and rental and 
demonstration equipment ................. 
Increase in working Capital .............e000: 


STATEMENT OF OPERATIONS AND DEFICIT 
Year Ended September 30, 1970 


ONES LE FE ros cakciawes san celiameue dearer 
Service and rental income (Note 7) ............. 

OG OF SONNE osc Ses cece bec co creer wee $ 608,606 
Cost of service and rental income .............. 70,985 
MACOOE PON ss 5s haces Sos 

Expenses: 
Product: GGVGIOHINONE oo iis ook cs ck cise tbeacee 624,092 
Selling, general and administrative ........... 729,136 
Amortization of developmental costs ......... 161,609 

SUD ss cossecteadse kaees 

Other income: , 
QUDE is ic caraule doula’ esis a cab 6 Raeaee inn eked 210,167 
I ee re FN a 1,474 

Net loss for the year and deficit ..............-. 

Net loss per common share (Note 8) ......... aoe 


$4,056,665 


1,646 
$4,058,311 
———————_— 


898,613 


263,960 
2,885,738 
$4,058,311 


$ 812,466 


83,017 


895,483 
679,591 


215,892 


1,514,837 
(1,298,945) 


211,641 


$(1,087,304) 


$ 1.10 


The accompanying notes are an integral part of the financial statements. 
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* 
STATEMENT OF COMMON SHARES AND CAPITAL 
CONTRIBUTED IN EXCESS OF PAR VALUE 
From Incorporation, November 27, 1968 to September 30, 1970 
ie Capital 
. Par value contributed 
: Number of of common in excess 
: shares shares of par value 
Issued 1,425,000 common shares, 
See DOE COU oo ba hve oc cace ele cs 1,425,000 $ 142,500 $ 738,750 
sd Effect of 1-for-2 reverse split on 
NS BS, Ts ws cd cc saeco ke ounce ( 712,500) 
712,500 142,500 738,750 
Sale of 80,000 common shares, 
le Se MONE wivew sive weewescseas 80,000 16,000 484,000 
Sale of warrants to purchase ¥- 
20,000 common shares ........... 2,000 
792.500 158,500 1,224,750 
a Less expenses incurred during the aes 
period related to: irs 
Issuance of common shares ..... ( 38,316) 
Registration of 150,000 units .... ny (__ 15,001) 
e Balance, September 30, 1969 ........ 792,500 158,500 1,171,433 
Sale of 150,000 units consisting of i 
two common shares and a warrant 
to purchase one common share, 
net of related expenses incurred 
° during the year of $58,335 ......... 300,000 60,000 3,996,665 


Sale of common shares pursuant 


to exercise of options ............ 823 165 1,481 
Balance, September 30, 1970 ........ 1,093,323 $ 218,665 $5,169,579 
——SS === —_— 


The accompanying notes are an integral part of the financial statements. 
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NOTES TO FINANCIAL STATEMENTS 
September 30, 1970 


1. UNRECOVERED PROMOTIONAL AND DEVELOPMENTAL COSTS 

The Company was incorporated in Minnesota on November 27, 1968. 

To September 30, 1969, the Company engaged in arranging for facilities, 
developing operating and administrative procedures, and developing its initial 
products. These costs totalied $484,828 (net of $24,958 in revenues during the 
pre-operating stage). 

The Company commenced amortization of these costs on October 1, 1969, 
when regular production began. The Company intends (subject to revision, if 
necessary) to amortize fully ‘nese costs over a period of 36 months. Amortiza- 
tion for the year ended September 30, 1970 totalled $161,609. Since October si 
1969, the Company has charged all additional product development to operations. 


2. TEMPORARY INVESTMENTS 


During the period from incorporation to September 30, 1970, the Company 
has invested funds received from the sales of common shares, not immediately 
required for corporate purposes, in United States Government securities, cer- 
tificates of deposit, and other corporate indebtedness. As of September 30, 
1970, temporary investments included $2,237,954 of certificates of deposit, 
$101,319 of United States Treasv’y bills, both at cost plus accrued interest, and 
non-transferable participation  ertificates totalling $700,000 plus accrued 
interest of $39,747, which latter tigures represent participations with a bank in 
unsecured short-term corporate notes maturing to December 28, 1970. 


3. EQUIPMENT, FURNITURE, AND LEASEHOLD IMPROVEMENTS 

It is the policy of the Company to provide depreciation on equipment, furni- 
ture, and leasehold improvements by charges to operations, ¢domputed on the 
Straight-line method, over their estimated useful lives as follows: 


Rental and demonstration equipment ............... 4 years 
Plant and engineering equipment .................. 4- 8 years 
Office furniture and equipment ..................0.. 8 years 
Leasehold improvements ...........cccccccccucecs 3-10 years 


The Company charges operations with the cost of maintenance and repairs. 
Renewals and betterments are capitalized On retirement or sale, the difference 
between cost less accumulated depreciation and the proceeds therefrom, is 
charged or credited to operations. 


4. COMMITMENTS 


The Company leases its office, engineering, and manufacturing facilities 
under a lease which runs to December “1, 1979, with options to renew for two 
successive ten-year periods with annual payments aggregating $32,500 plus 
real estate taxes, ins‘irance, repairs, and maintenance. The Company has an 
option to purchase this property in 1979 at the greater of $314,500 or the fair 
market value of the land and buildings as determined by arbitration. 

The Company requested the lessor to construct a 10,000 square foot expan- 
sion to the building, which additicn was suhstantially compieted in Novernber, 
1970. The increase in annual rental as a result of this addition is expected to be 
approximately $17,000, and the stated purchase price is expected to increase 
by approximately $150,000. 

In addition, the Company has entered into leases covering sales offices 


as follows: Expiration Annual 
Location Term Date Rental 
Bioomington, Minn. One year 2/28/71 $ 5,481 
Waltham, Mass. Three years 3/31/73 7,148 
Dallas, Texas Three years 2/28/73 8,688 
$21,317 


‘1782 


Defendants' Exhibit 0 


NOTES TO FINANCIAL STATEMENTS (Continued) 


5. STOCKHOLDERS’ EQUITY 


On September 17, 1969, the Company sold for $1,000 each two Special War- 
rants to purchase 10,000 common shares each. The Special Warrznts have an 
eight-year term. One Special Warrant provides for a purchase price of $15.60 
per share and the other provides for a purchase price of $6.25 per share during 
the first five years and $15.00 per share during the following three years. 

On January 23, 1970, the Company soid 150,000 units, each consisting of two 
common shares and a warrant to purchase one zommon share. The warrants 

are exercisable at any time prior to January 31, 1975 at an exercise price of 
$17.00 per share, subject to adjustment for anti-dilution and other provisions. 

None of the above warrants have been exercised. 


5. STOCK OPTIONS 


Pursuant to a Stock Option Pian adopted in December, 1968, authorizing the 
granting of 50,000 options to purchase common shares, options for 37,600 
shares have been granted to key employees to September 30, 1970, at prices 
ranging from $2.00 to $15.00 per share. Options for 823 shares were exercised 
at a price of $2.00 per share and options for 938 shares were cancelled. .\t 
September 30, 1970, 35,839 options were outstanding at prices ranging from 
$2.00 to $15.00 per share, and options for 13,338 shares were available for 
grants under the plan. As of September 30, 1970, 49,177 shares were reserved 
for issuance under the plan. 


7. PRINCIPAL CUSTOMER 


Sales and services to the Company's principal customer, Mohawk Data 
Sciences Corporation, totalled $834,539 for the year ended September 30, 1970. 


8. NET LOSS PER COMMON SHARE 


Net loss per common share has been computed on the basis of average 
shares outstanding during the year. Exercise of options and warrants has not 
been assumed, since such assumption would result in a lesser loss per share. 


REPORT OF INDEPENDENT CERTIFIED 
PUBLIC ACCOUNTANTS 


To the Board of Directors anu Stockholders 
of the Atron Corporation: 


We have examined the balance sheet of Atron Corporation as of Septem- 
be 30, 1970, and the statements of operations and deficit, common shares and 
ca,.iial contributed in excess of par value, and source and application of 
funds for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

The accompanying financial statements show as an asset unrecovered 
promotional and developmental costs, net of amortization, of $323,219 referred 
‘to in Note 1 to the financial statemenis. Recovery of these costs is dependent 
upon the future success of operations. 

In our opinion, subject to the future realization of the item referred to in 
the preceding paragraph, the statements identified above present ..irly the 
financial position of Atron Corporation at September 30, 1970 and the results 
of its operations, the changes in conimon shares and capital contributed in 
excess of par value, and the source and application of funds for the year then 
ended, in conformity with generally accepted accounting principles. 

HURDMAN AND CRANSTOUN, PENNEY & CO. 
New York, New York 
December 3, 1970 
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MORGAN GUARANTY TRUST COMPANY 
id OF NEW YORK 
é 


2% WALL 6TREET, NEW YORK, N.Y. 10015 


New Yok March 10, 1971 


4 
e Mr. Joseph S. Stoutenburgh 
President 
Atron Corporation 
1256 Trapp Road 
St. Paul, Minnesota 55118 
® Dear Joe: 
Thank you again for meeting with me on February 26th. Our 
discussions were most helpful in broadening my knowledge of the EDP 
bed industry and your place in it. 
( You can expect Morgan Guaranty to support your efforts 
to affect the merger of Atron and MDS. 
e - Hope to see you again soon. 
Sincerely, 
* Waive 


. 


Stephen K. Laird 
Investment Research Officer 
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Ew YORW, APFIL 19 — wOHAwY PATA 
SCIENCES CORP FXPECTS THIFD oVARTER FFT TO 
SE aBO'T HALF THE 4° CE"TS IT FARMER th 
THE YEaPSFARLIFR PFFION, waYte WELLS, VICE 
a ag al AWD TFEASUREF, SAID IP At INTER} 
7] Eur, 


HE SAID PROFITS wEFF HURT BY LaRGF 
EYPENCITURES If DEVFLOPYE!T OF THE RECEMTLY- 
INTEODWCED O4CC COMPITER SERITS, FISCAL 
197-S FESwLTS SYONLD BEGIF TO REVEFIT 
FFO™ MARVETIVG THE 247¢, KE Sard. 


OM MAY FOF MOHauy WILL DISCLOSE THE 
OFCEP RATE FOF THE NFw SFRIFS AT A MEETING 
OF SFCuRITY ANALYSTS aT KING OF PRiussta, 
PAs WELLE SAID THE FIRM IS “PLEASED” wITH 
THE ORTER ReTE But wOuLlp cot BE SPECIFIC, 
CELIVERIFS OF THE.SERIES akE SET. FOR LATE 
FISCaL 1974, é 


THE 942? SERIES HAS A WIDE RAGE Ur 
PERIPHEFALS ~NCD IS INTERFACED WITY AN ATRON 
201 DaTaMaNAGER COMPUTER, IT IS BUILT FOR 
WSE wITH THIRD GErERaTION CO“PUTERS AND 
"ILL COMPETE w1TH THE NEw IB™ SYSTEM 37@ CYCLE. 


“OHAuY DaTA AGREED TO ACAUIFE ATRON CORP 
IN JabrakY. aTRON SHAFEMOLDERS wILL VOTE OM 
THE PROPOSED MERGER aT A SPECIaL “EETING 
OF aPFIL 38, LAST YEAR, "ONAWK PURCHASES 
ACCOMNTED FOR ABOnT 9? PCT OF ALTOS SALES OF 
€95.423 MLAS. ALTRO" HAD A FET LOSS IN 
FTSCaL 1972 OF 1.1 MLM DLRS, 


THE CO™PANY IS ALSO “EGOTIATING THE 
ACONISTTION OF COLOFARO IMSTRUE“EMTS INC, 
HOSE WAIN PRODUCT IS A SOURCE DATA COLLECTION 
SYSTE”, COLQFADO HAL SALES OF 1,2°86,616 OLRS 
AEC aA NET LOSS OF 1°1,479 DLAS IP FISCAL 
1970. SHAFFHOLPERS OF COLORAFO WILL VOTE 
Ot THE PROPOSED “MERGER I" LATE ™a~yY, 


MORE - 
rOMUAmw ¢3) 


“ELLS SAIP MOHAwv RECENTLY ESTAPLISHFD A 
of VLE CLES Battv LIFE Pet apr teat rr THE 
e£0f TS SUCCESSFUL, THEY OTHER WEANS May BE 
"SED TO FAISE aT DITIONAl CAPITAL TO FIN- 
ANCE EYPECED PFODCTIO*®, 


WELLS SaIF THaT I" SPFI"G 197° wOHAuy 
“ILL Mane? T ad ‘ih Tet Se eee A 
"TE’ ait YOHauy wILL EE THE OFLy OVES WITH 
IT,” HE CLaIYEL, 
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THE COMPALy. ALSO PLAN'S A we LINE OF TAPE 
DEIVES FOF CRICIbeL FevIPvert WARNE ACTUPERS An 
IS aLSO COMSITEFIFG PLIVGé TO PLYG TAPE 
CRIVES wHICH Ca* BE SuPSTITWTED FOR IB™ 


EnuEPMEt'T, 


WELLS SAIC THE COMPaPYS FECEMTLY-"ARVETED 
CLYSTER vEYBCAR? HAs RECEIVED “A GREAT DEAL 
CF C'STOVEF ITEREST If THE LaST 60 PayS Arn 
ef aS& VERY BULLISH FOR THE OvTLOO¥ FOR THIS 


sYSTe™,” 


“MOHAWK C4) 


THE FIR™ IS OPTIMISTIC OF EXPANSION OF ITS 
RENTaL BASE PECANSE IT COWTI“NEND TO CROW IY A 
wlav ECOFOMY GEM THOUGH SO“E ANALYSTS MOTE 
THaT GFOWTH IS aT A DECREASI"G RATE OF GAIL. 


MOHawy HaS BEEF SELLI*®G AROUT ONE *LY 
DLRS “ORTH OF. EquIP”EKT TO LFASERS EACH 
AvaRTEF athkl OTHER THISD-PAFTY BUYEFS, SINCE 
avGiST ORE, 1969. 


“wE aRE COFSIDERI"G DISCOPTIMNING THE 
THIRE PaAFTY Sales ik ae THIS FISCAL YEAR 
BECANSE IT PEP4LIZES OF GROWTH AYE FETAL 
INCOME. “ITH THE ALVEFT OF THE 248@ SYSTE™ 
wl “AY (OT FEED THE THIRD PARTY SaLFS” TO 
SuPPLEMEFT IFCOYE, WELLS SAID. : 


MOHawv DATE CUuRRErTLY HAS ITS LAPGEST 
EVER POLLAR INCREASE I* EMP-USER BACVLOG FOR 
RENTAL BUSISESS, KE SaAIr. “WE FEEL COM- 
FORTASLE THT BuSItESS YAS TURPED AROUND, 


. PORE 


“OHauK (5) 


WELLS POTED THAT THE CO™*PANY IS. #0 
LONGE? HAVING. TFOVUPLE MAYIME I*STALLATIONS 
Pek TO CeSTOVES DELAY. THE CO™Pary IS “AviIve 
I*STaLLaTIONS OF a¥ "aS CONTRACTED” 
PaSt¢, HE SOTED. 


ON fFOMawvsS OLDEF PFOPICTS aPe ITS NEw 
e470 SFFIES, TRE CO™“Pary YaS BEEP SIG™IVC 
LO'IGEF-TER™ LEaSES, Snvch’ aS T¥O TO FIVE YFARS, 
aS OPTCSEP TO O”"E YFaF OR TEE ALMOST 
"CahCELLaTIO*-aT-wILL” TYPE OF Facts 
wHICH “TYPIFY RUSIFEss If. THE COMPUTER 


ISSUSTFY,” WELLS Salt. 
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MINUTES OF MEETING — 

OF . 
BOARD OF DIRECTORS 

OF ‘ 
ATRON CORPORATION 


A meeting of the Board of Directors of ATRON was held 
at the Thunderbird Motel in Bloomington, Minnesota at 9:30 a.m. on 


Tucsday, Augusc 18, 1970. All directors were in attendance. These 
¥..cluded the following: : 


J. S. Stoutenburgh 
C. Stanga 

M. M. Koschmann 

R. L. Karpen 

J. Weiss 


Mi. Stoutenburgh acted as Chairman of the meeting and Mr. Stanga 
wied as Secretary of the meeting. 


Reference is made to the minutes of the July 14, 1970 
‘*+d of Directors Meeting wherein it was decided that a review of 


'} compuny's business plan would be undertaken at the next Board 
ct Pjrectors Meeting. 


Mr. Stoutenburgh opened the meeting with the following 


rewarks: 


“The company has operated within its planned 
operating expenses year to date. Sales have not 
approached the planned level. The resulting loss 
pex month variance is the subject for review at this 
Board Meeting. 


“The Board is presented with a review of overall 
operations to date, along with additional facts and 
assumptions in regard to market, projections, and 
plans in a form convenient to discussion and orderly 
consideration of alternate courses of action, and 
conscquences,. 


"It is desired to identify the best selection 
of courses of action to be taken based on the informa- 
tion available and developed through discussion, to 
identify additional information mandatory to considcra- 
tion of other alternatives and to establish a time for 
the next Board Meeting for subsequent review as required." 


Defendants! Exhibit V 


*.: 


A discussion took place regarding general market and 
economic trends as well as ATRON's hardware and software product 
mix and the general capability of the marketing force. 


Breakeven projections were presenged for FY71 projected 
sales volume of $2, $3 and $4 million with related monthly expense 
rates of $80,000 ($120,000 first three months of FY71); $120,000 
and $160,000, respectively. In each case the breakeven point was 
‘achieved early in the fourth quarter of FY71. 


No specific action was taken by the Board in the 
selection of a business plan. Rather, it was decided to prepare 
additional information regarding the sales potential data for 
review of our marketing position in approximately thirty days at 
the next Board of Directors Meeting. Mr. Mark Koschmann, who was 
_ appointed Vice President of Marketing and Systems, filling the 
vacancy created by Mr. Germaine's resignation as Vice President 
of Marketing, will prepare the marketing position- presentation. 
At that time a more definitive selction of the company's business 
plan for FY71 can be made by the Board of Directors. 

During the meeting several resolutions were approved 
and adopted: . 


RESOLVED, that the resignation of Mr. Jack Germaine 
as Vice President of Marketing as of August 19, 1970 is 
hereby accepted effective as of the date thereof. Letter 
of resignation attached. 


RESOLVED, that Mr. Mark KosSchmann is hereby re- 
designated Vice President of Marketing and Systems and 
Mr. Robert Gountanis is hereby appointed Vice President 
of Marketing reporting to Mr. Koschinann. 
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WHEREA. it is desirable that the shares held in the | 

company's treasury be transferred upon exercise of employee | 

e stock options and for other corporate purposes; : 
| 


NOW, THEREFORE, BE IT RESOLVED, that the President 

er a Vice President and the Secretary, an Assistant Secretary, 
the Treasurer or an Assistant Treasurer be and they hereby 
‘are authorized and directed to sell, assign and transfer all 

8 stock and registered securities owned or held by this Company 
in any capacity, and to execute.such assignments and powers 
of attorney as may be necessary, proper or convenient to 

a. accomplish any such sale, assignment or transfer. 


There being no further business to come before the 
meeting, it was on motion duly made, seconded and adopted, adjourned. 


ennis C. Stanga 
Assistant Secretary 


a 
> 
je 
ty 
~” 


J ¢ 


J. S. Stout 
Chairman 


ee a ee 
enburgh 


ee 
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ATRGON CORPORATION /1256 TRAPP ROAD: ST. PAUL. MINNESOTA S511G 


August 19, 1970 


Board of Directors 

ATRON CORPORATION 

1256 Trapp Road 

St. Paul, Minnesota 55118 


Gentlemen: 


Please accept my resignation as Vice President of 
Marketing effective immediately. 


I accept the appointment as Staff Assistant to the 
President for Special Programs. 


' Yours very truly, 


SH t aie 


4 ¢. 
“Jack H. Germaine 


JHG/en 


D. CG. tanga 
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MINUTES OF THE REGULAR MEETING 


OF 

BOARD OF DIRECTORS 
OF 

ATRON CORPORATION 


A meeting of the Board of Directors of ATRON Corporation 
was held at the ATRON Minneapolis District Sales Office located in 
the Metro Office Park in Bloomington, Minnesota at 9:30 a.m. on 
Friday, September 18, 1970. All directors were in attendance. These 
included the following: . : 

J. S. Stoutenburgh 

D. C. Stanga 

M. M. Koschmann 

R. L. Karpen 

J. Weiss 
Mi. Stoutenburgh acted as Chairman of the meeting and dr. Stanga 
ucted as Secretary of the meeting. 


.Reference is made to the minutes of the: August 18, 1970 
Board of Directors Meeting wherein it was decided that before the 
selection:of a business plan by the Board that additional information 
regarding the Sales data was required. Mr. Koschmann presented the 
ATRON Market Strategy which included the identification of $2.2 million 
in FY71 shipments (assuming sale to a third party leasing company of 
40 terminals at approximately $25,000 per terminal), over and above 
the MDS ship:nents which are assumed to be $1.5 million or above for 
FY71. A presentation of ATRON's strategy for entering .the terminal 
market was also made. 


At the conclusion of discussions regarding the Sales 
program, Mr. Stoutenburgh suggested that the company's Sales target 
for FY7i be established at the $3 million level and that an operating 


6: as , ! ie 
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expense level (including amortization of promotional and development 
« expense) be established at a level not to exceed $135,000 per month. 
(Reference is made to the "BREAKEVEN PROJECTION - FY71 SALES $3M" 
contained in the handout of the 18 August 1920 Board of Directors 
Meeting.) There being no further discussion to the contrary, these 
figures will be used as the guidelines . ur FY71 budget development. 


Several proposals for acquisitions were discussed and will 
be investigated further as to desireability. 


During the meeting several resolutions were approved and 
adopled: 


e WHEREAS, it may be necessary to sell off equipment 
leases to a third party in order to adjust FY71 revenues; 


NOW, THEREFORE, BE IT RESOLVED, that the Treasurer may 
sell up to $1 million worth of terminal systems to a third 
party as required. (This constitutes approximately 40 systems.) 


LANES Ore 


RESOLVED, that the Treasurer is hereby authorized to 
en an additional account at the company's payors bank, 
e First National Bank of Saint Paul, for the purposes of 
separating the general and payroll accounts. 


| ALSO RESOLVED, that The First National Bank of Saint 
Paul is hereby authorized to honor checks drawn on either of 
le the company's bank accounts which have been machine signed. 


There being no further business to come before the 
meeting, it was on motion duly made, seconded and adopted, adjourned. 


ennis C. Stanga 
lr) Assistant Secretary 


| ATTEST: 


C93 : ae 


6 J. S. Stoutenburgh 
Chainnan 
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Minutes of Special Mecting | 
, of . 
Board of Directors 
i of 
Atron Corporation - 


A special mecting of the Board of Directors of -Atron Corpora- 
tion vas held at the offic: of the corporation ct 3050 Metro Park, ‘ 
Bloosington, Minnesota, ou iuciday, November 10, 1970, at 9:30 a.n. 
pursuant to notice duly piven to all directors. 
Ail of the dixectors were present. Mr. Stoutenbutgh acted 
26 Chairiuan of the necting and Mr. George P. Flannery acted as Secre- 
tary of the meeting. 
The Chainian reported that Conserv Corporation was preraring 
to make a proposal that Atron Corporation ecquire the business of 
Comserv. The operations of Comserv were reviewed and it was the con- 
sensus that Atron Corporation was not interested in acquiring that 
business. ; et 


The Chairman stated that the corporation was investigating 
Astrocow Corporation as a possible acquisition. After reviewing the 
mattes it was decided to defer action on this proposal. 


The directors next reviewed projections for fiscal year 1971. 

The date for the annual meet‘ng of shareholde> was next con~ 
sidered. After discussion, upon motion duly made and seconded, the 
following resolution was unaninously adopted: 


RESOLVED, that the annual meeting of shareholders shall 
be held on January 27, 1971 at an hour and place to be 
sclected by the President and that the record date for 
the determination of sharcholders entitled to notice of 
and to vote at the meeting shell be the close of business 
on Decewber 23, 1970. . 


The Board next considered increasing the authorized nunter of 
Couwon Snares of the corporation. After discussion, upon motion duly 
made and seconded, the followins resolution vas unanisously adopted: 


RESOLVED, that it is hereby recomaended that Article V 
of the Articles of Incorporation of thie corporstion as 
heretofore aucnded be further amended to increase the 
authorized number of shares of thin corporation fron 
1,500,000 shures to 5,000,090 sheresa, which ahall be 
Conm=aon Sharco of the par value $.20 each, 


eS arn 


ATTEST: 


‘a det 


DOS ©! EE nS 
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- FURTUER RUSOLVED, that said proposed amendment to the 


Articles of Incorporation shall be presented for adoption 
at the annual meeting of shareholders to be held January 


pr 1971. 


The Board next discussed inereasi: ; the nuzber of ohares 


aveilable under the corporation's Qualified Stock! Option Plan. After 
discucoion, upon motion duly nade and seconded, the following resolu- 
& tion was unanizously adopted. 


RESOLVED, that Section 2 of the Qualified Stock Option 
Plan of the corporation is hereby anonded to increase 
the aggregate emount of the stock which may be delivered 
upon exercise of options granted under the Plen to 
75,000 Cocmon Shares, par value §$.20 per share. 


FURTHER RESOLVED, that seid amendment to the Qualified 
Stock Option Plan of the corporation shall be presented 
to the shareholders of the corporetion for approval at 
the annual meeting to be he". sacred 27, 1971. 


There being no further. busincss to ‘cone before the mecting, 


it was upon cotion duly nade, seconded and ee a 


iene 


io ee em 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


January 4, 1971 NATIONAL DAILY QUOTATION SERVICE 


AT.ON CORP. COM. Mayer & Schweitzer, Inc. NY 
John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 
A. P. Montgomery & Co. NY 
G. J. Bratter & Co. Inc. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
P. R. Peterson Co. Mnpls 
M. S. Wien & Co. Inc. J CY 
F. O. Baroff Co. Inc. NY 

ATRON CORP. UTS. John G. Kinnard & Co. Mnpls 

* A. P. Montgomery & Co. NY 

Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 

* A. P. Montgomery & Co. NY 

Sherwood Secs Corp. NY 
G. A. Saxton & Wo. Inc. NY 
Reich & Co. Inc. NY 
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January 5, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
Mayer & Schweitzer Inc. NY 
F. 0. Baroff Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
ATRON CORP. UTS. cs. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A.P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
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{Atron Entries Only] 


January 6, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. * Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
- Bratter & Co. Inc. Mnpls 
- Wien & Co. Inc. J CY 
- Peterson Co. Mnpls 
. O. Baroff Co. Inc. NY 
ohn G. Kinnard & Co. Mnpls 
ATRON CORP. UTS. * A. P. Montgomery & Co. N.Y. 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
ATRON CORP. WTS. A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 
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[Atron Entries Only] 


January 7, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Sherwood Secs Corp. NY 

F. 0. Baroff Co. Inc. NY 

P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 

John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 


NATIONAL DAILY QUOTATION SERVICE 
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{[Atron Entries Only] 


January 8, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. ° Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
F. 0. Baroff Co. Inc. NY 
* M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
ATRON CORP. ° * A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
ATRON CORP. A.-P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 
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January 11, 1971 


John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
Sherwood Secs Corp. NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

F. 0. Baroff Co. Inc. NY 

P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 
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Janue~y 12, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
F. 0. Baroff Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 

ATRON CORP. WIS. A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 


NSNAABDAADAAAAHAHN 
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January 13, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
Sherwood Secs Corp. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
P. R. Peterson Co. Mnpls 
F. O. Baroff Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
ATRON CORP. UTS. John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 
A. P. Mo.tgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WTS. Jobn G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


6 
6 
6 
6 
6 
6 
6 
6 
6 
6 


SN NNN NNN NS 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 14, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. R. Peterson Co. Mnpls 
. S. Wien & Co. Inc. J CY 
- O. Baroff Co. Inc. NY 
. P. Montgomery & Co. NY 
herwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
Mayer & Schweitzer Inc. NY 
ATRON CORP. A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
G. A. Saxton & So. Inc. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
ATRON CORP. WTS. A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
G. A. Saxton & Go. Inc. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 


AAAAADAAAAHAN 
SN NNN ON NNN 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 15, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. . R. Peterson Co. Mnpls 
- Baroff Co. Inc. NY 
. S. Wien & Co. Inc. J CY 
. J. Bratter & Co. Inc. Mnpls 


Mayer & Schweitzer Inc. NY 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
ATRON CORP. UTS. Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
ATRON CORP. WTS. Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 


DAAAAKDAAAAHN 
~w~NNN NON ™ 


ATRON CORP. 


ATRON CORP. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 18, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

F. O. Baroff Co. Inc. NY 

P. R. Peterson Co. Mnpls 

M. S. Wien & Co. Inc. J CY 
John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


ADNAAAAAAAW 
ANDAMAN AN™ 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 19, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. John G. Kinnard & Co. Mnpls 

G. J. Bratter & Co. Inc. Mnpls 

* Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Sherweod Secs Corp. NY 

* A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

* M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpis 
F. O. Baroff Co. Inc. NY 
Jobh .G..:Rinnatd &.Co..Mnpls 
G. A. Saxton & Co. Inc. NY 
Sherwood Secs Corp. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 

G. A. Saxton & Co. Inc. NY 
Sherwood Secs Corp. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 


Oc VUUOoUUAD 


bet et 
FAG avaanaaaon~ 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 20, 197i 


F. O. Baroff Co. Inc. NY 

P. R. Peterson Co. Mnpls 

M. S. Wien & Co. Inc. J CY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 

Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
Jonn G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Sherwood Secs Corp. NY 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 


NATIONAL DAILY QUOTATION SERVICE 


eee 
Gee Souaauvauuau 
AAAAAAAAAGD 


= 
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NN ND dH 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 21, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. . R. Peterson Co. Mnpls 
. O. Baroff Co. Inc. NY 
- S. Wien & Co. Inc. J CY 
. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. AY 
Reich & Co. Inc. NY 
ATRON CORP. UTS. John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. " 
Reich & Co. Inc. NY 
ATRON CORP. WIS. John G. Kinnard & Co. Mnpls 
Sherwood Secs Corp. NY 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 


NMADAAAAAASN 


~ 
SFAADAADAUUAAUM 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 22, 1971 NATIONAL DAILY QUOTATION SERVICE 


AYTRON CORP. . F. 0. Baroff Co. Inc. NY 
P. R. Peterson Co. Mnpls 
M. S. Wien & Co. inc. J CY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A..P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. UTS. Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Tnc. NY 
A. P. Montgomery & Co. NY 
ATROW CORP. WTS. Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 25, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

P. R. Peterson Co. Mnpls 

M. S. Wien & Co. Inc. J CY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY PUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


January 26, 1971 


M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

G. A. Saxton & Co. inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Ce. Inc. NY 

G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 27, 1971 


. Bratter & Co. Inc. Mnpls 


& Schweitzer Inc. NY 


- Montgomery & Co. NY 


& Co. Inc. NY 
Saxton & Co. Inc. NY 


- Peterson Co. Mnpls 
. Wien & Co. Inc. J CY 
- Montgomery & Co. NY 


& Co. Inc. RY 


- Saxton & Co. Inc. NY 
- Montgomery & Co. NY 


& Co. Inc. NY 


- Saxton & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 28, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Mayer & Schweitzer Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. UTS. Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


January 29, 1971 


P. R. Peterson Co. Mnpls 

G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


{Atron Entries Only] 


February 1, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
Ma-er & Schweitzer Inc. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
* A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
ATRON CORP. WIS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
* A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 2, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. M. S. Wien & Co. Inc. J CY 
P. R. Peterson Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Go. Inc. NY 


a 
MEP ADWIYN AND 


nn 


ATRON CORP. COM. 


ATRON CORP. UTS. 
ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 3, 1971 


* M. S. Wien & Co. Inc. J CY 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 

* Mayer & Schweitzer Inc. NY 

* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 4, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. * M. S. Wien & Co. Inc. J CY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
* Mayer & Schweitzer Inc. NY 
* A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. UTS. John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 5, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. *M. S. Wien & Co. Inc. J CY 
Fredericks Clark & Co. Mnpls 
* Mayer & Schweitzer Inc. NY 
. Bratter & Co. Inc. Mnpls 
- Peterson Co. Mnpls 
- Montgomery & Co. NY 
Saxton & Co. Inc. NY 
& Co. Inc. NY 
ATRON CORP. UTS. - A. Saxton & Co. Inc. NY 
& Co. Inc. NY 
ATRON CORP. WTS. . A. Saxton & Co. Inc. NY 
& Co. Inc. NY 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 8, 1971 


Fredericks Clark & Co. pls 

* M. S. Wien & Co. Inc. J CY 

* A. P. Montgomery & Co. NY 
G. A. Saxton & Cc. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 

* Mayer & Schweitzer Inc. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON COKP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 9, 1971 


John G. Kinnard & Co, Mnpls 
P. R. Peterson Co, Mvpls 

G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc, NY 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
Fredericks Clark & Co. Mnpls 
Glidden Morris & Co. NY 

M. S. Wien & Co. Inc. J Cy 
‘Ohn G. Kiunard & Co. Mopls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 10, 1971 


Glidden Morris & Co. NY 

Fredericks Clark & Co. Mnpls 
* Mayer & Schweitzer Inc. NY 

P. R. Peterson Co. Mnpls 

G. J. Bratter & Co. Inc. Mnpls 

John G. Kinnard & Co. Mnpls 

G. A. Saxton & Co. Inc. NY 

Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 

M. S. Wien & Co. Inc. J CY 

John G. Kinnard & Co. Mnpls 

G. A. Saxton & Co. Inc. NY 

Reich & Co. Inc. NY 

John C. Kinnard & Co. Mnpls 

G. A. Saxton & Co. Inc. NY 

Reich & Co. Inc. NY 


NATIONAL DAITY QUOTATION SERVICE 


ADANAAANH 
SNNN NNN OS 


DEFENDANT'S EXHIBIT Z 


[Atron Entries unly] 


STOCK February 11, 1971 
* * * 
TRON CORP. COM. P. R. Peterson Co. Mnpls 612 332 
* Mayer & Schweitzer Inc. NY 212 944 
G. J. Bratter & Co. Inc. Mnpls 612 339 
* A. P. Montgomery & Co. NY 212 483 
Reick & Co. Inc. NY 212 425 
G. A. Saxton & Co. Inc. NY 212 483 
* M. S. Wien & Co. Inc. J CY 212 227 
& John G. Kinnard & Co. Mnpls 612 333 
Glidden Morris & Uo. NY 212 422 
yo Fredericks Clark & Co. Mnpls 612 338 
ATRON CORP. UTS. Reich & Co. Inc. NY 212 425 
ae G. A. Saxton & Co. Inc. NY 212 483 
John G. Kinnard & Co. Mnpls 612 333 
ATRON CORP. WTS. Reich & Co. Inc. NY 212 425 
G. A. Saxton & Co. Inc. NY 212 483 


John G. Kinnard & Co. Mnpls 


142" 
6030 
8051 
0100 
5020 
1282 
4300 
1199 
4612 
0571 
5020 
1282 
1199 
5020 
1282 


NATIONAL DAILY QUOTATION SERVICE 


ADAAADANAN 


hw 
> 


7/8 
3/4 
1/8 
5/8 
3/4 
3/4 
3/4 
7/8 
3/4 


1/2 


SNN NNN SOS 


ra 
a) 


3/8 
1/4 
5/8 
1/8 
1/4 
1/4 
1/4 
3/8 


3/4 
3/4 


13035 


11061 


9392 


B6T8 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


February 12, 1971 


G. J. Bratter & Co. Inc. Mnpls 
* Mayer & Schweitzer Inc. NY 
P. R. Peterson Co. Mnpls 
* M. S. Wien & Co. Inc. J CY 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Fredericks Clark & Co. Mnpls 
Glidden Morris & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 16, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Glidden Morris & Co. NY 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & “o. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
Reich & Co. Inc. NY 

ATRON CORP. UTS. John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reici: & Co. Inc. NY 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 17, 1971 NATIONAL DAILY QUOTATION SERVICE 


“*\ 


ATRON CORP. COM. Glidden Morris & Co. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
* Mayer & Schweitzer Inc. NY 
* A. P. Montgomery & Co. NY 
* M. S. Wien & Co. Inc. J CY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. UTS. John G. Kinnard & Co. Mrpls 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 


DAAAAAAN OW 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


February 18, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 

* Mayer & Schweitzer Inc. NY 

* A. P. Montgomery & Co. NY 
G. A. Saxton & Zo. Inc. NY 

* M. S. Wien & Co. Inc. J CY 
Reich & Ca. Inc. NY 
Glidden Morris & Co. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich § Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 19, 1971 


* 


G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
M. S. Wien & Co. Inc. J CY 
G. A. Saxton & Co. Inc. NY 
Glidden Morris & Co. NY 
Reich & Co. Inc. NY 

Jona G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John (. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


February 22, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Fredericks Clark & Co. Mnpls 
Glidden Morris & Co. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
M. S. Wien & Co. Inc. J CY 
A. P. Montgomery & Co. NY 
Reich & Cc. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP . UTS. Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
Avo CORP. WTS. Jokn G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 


DAAAAAAAN 
_NNNNNNS 
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> 
fo) 
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ATRON CORP. 


ATRON CORP. 


ATRON CORP. 


COM. 


UTS. 


WIs. 


DEFENDANT'S EXHIBIT Z 


[Acron Entries Only] 


February 23, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Iic. NY 
M. S. Wien & Co. Inc. J CY 
A. P. Montgomery & Co. NY 

G. A. Saxton & Co. Inc. NY 
Glidden Morris & Co. HY 
Fredericks Clark & Co. Mnpls 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mapls 
A. P. Montgomery & Go. NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


13035 
9392 
11061 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


February 24, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. M. S. Wier & Co. Inc. J CY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
Fredericks Clark & Co. Mnpls 
Glidden Morris & Co. NY 
ATRON “ORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WIS. A. P. Montgomery & Cc. NY 
‘se John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


DEFENDANT'S EXHIBIT 2 


[Atron Entries Only] 


February 25, 1971 NAL © iL DATLY QUOTATION SERVICE 


ATRON CORP. COM. * M. S. Wien & Co. Inc. J cY 212 227 4300 
* 


A. P. Montgomery & Co. NY 483 0100 
G. A. Saxton & Co. Inc. NY 483 1282 
John G. Kinnard & Co. Mnpls 333 1199 
G. J. Bratter & Co. Inc. Mnpls 329 8051 
* Mayer & Schweitzer Inc. NY 212 944 6030 
Reich & Co. Inc. NY 425 5020 
Fredericks Clark & Co. Mnpls 338 0571 
Glidden Morris & Co. NY 422 4612 
P. R. Peterson Go. Mnpls 332 1427 
G. A. Saxton & Co. Inc. NY 483 1282 
Reich & Co. Inc. NY 425 5020 
A. P. Montgomery & Co. NY 483 0100 
a. A. Saxton & Co. Inc. NY 483 1282 
John G. Kinnard & Co. Mnpls 612 333 1199 
Reich & Co. Inc. NY 212 425 5020 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


February 26, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. * A. P. Montgomery & Co. NY 
*M. S. Wien & Co. Inc. u CY 
* Mayer & Schweitzer Inc. NY 
G. J. Bratter & Co. Inc. Mnpils 
John G. Kinnurd & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Fredericks Clark & Co. Mnpls 
Glidden Morris & Co. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WIS. A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mapls 
G. A. Saxton & Co Inc. NY 
Reich & Co. Inc. NY 


SOnnann 


ATRON CORP. ‘ 


ATRON CORP. 


ATRON CORP. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 1, 1971 


Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 

P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
G. A. Saxton & Co. Inc. NY 
Oscar Gruss & Son NY 
Fredericks Clark & Co. Mnpls 
Reich & Co. Inc. NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 
John G. K‘nnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


March 2, 1971 NATIONAL DAILY QUOTAT{LON SERVICE 


ATRON CORP. CoM. G. J. Bratter & Co. Inc. Mnplis 


John G. Kinnard & Co. Mnpls 
M. S. Wien & Co. Inc. J CY 
M. S. Wien & Co. Inc. J CY 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Fredericks Clark & Co. Mnpls 
Oscar Gruss & Son NY 
Glidden Morris & Co. NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 

* A. P. Montgomery & Co. NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Oscar Gruss & Son NY 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 3, 1971 


Fredericks Clark & Co. Mnpls 
Oscar Gruss & Son NY 
Glidden Morris & Co. NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
M. S. Wien & Co. Inc. J CY 
Mayer & Schweitzer Inc. NY 
P. R. Peterson Co. Mnpls 
John G. Kinnird & Co. Mnpls 
Reich & Co. Inc. Ni 

G. A. Saxton & Co. Inc. NY 
Reich & Cu. Inc. NY 

Oscar Gruss & Son NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DADA ann 


~ 
> a 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


STOCK March 4, 1971 NATIONAL DAILY QUOTATION SERVICE 
* é * 
ATRON CORP. COM. Fre: 2ricks Clark & Co. Mnpls 612 338 0571 Be 
Oscec Gruss & Son NY 212 HAS 7171 7 7 1/2 Ww 
John G. Kinnard & Co. Mnpls 612 333 1199 6 1/2 7 . 
P. R. Peterson Co. Mnpls 612 332 1427 6 3/4 7 1/4 
G. J. Bratter & Co. Inc. Mnpls 612 339 8051 6 3/4 7 
Reich & Co. Inc. NY 212 425 5020 6 3/4 7 1/4 
* Mayer & Schweitzer Inc. NY 212 944 6030 6 3/4 7 1/4 13035 
* A. P. Montgomery & Co. NY 212 483 0100 6 3/4 7 1/4 11061 
G. A. Saxton & Co. Inc. NY 212 483 1282 
* M. S. Wien & Co. Inc. J CY 212 227, 4300 6 3/4 7 1/4 9392 
ATRON CORP. UTS. Oscar Gruss & Son NY 212 425 8562 OW 
Reich & Co. Inc. NY 212 425 5020 14 15 1/2 
G. A. Saxton & Co. Inc. NY 212 483 1282 
ATRON CORP. “TS. Oscar Gruss & Son NY 212 425 8562 1 3/8 1 7/8 
John G. Kinnard & Co. Mnpls 612 333 1199 11/4 2 
Reich & Co. Inc. NY 212 425 5020 1 1 3/4 
* A. P. Montgomery & Co. NY 212 483 0100 11/4 2 11061 
G. A. Saxton & Co. Inc. NY 212 483 1282 


ATRON CORP. 


ATRON CORP. 


ATRON CORP. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 5, 1971 


* M. S. Wien & Co. Inc. J CY 

* A. P. Montgomery & Co. NY 

* Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Oscar Gruss & Son NY 
Fredericks Clark & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Oscar Gruss & Son NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Oscar Gruse & Son NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 8, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Fredericks Clark & Co. Mnpls 
Bache & Co. NY 
Ladenburg Thalmann NY 
Oscar Gruss & Son NY 
A. P. Montgomery & Co. NY 
M. S. Wien & Co. Inc. J CY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. UTS. Ladenburg Thalmann NY 
Oscar Gruss & Son NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. Oscar Gruss & Son NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 9, 1971 


A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & C>. Inc. NY 

M. S. Wien & Co. Inc. J CY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 
Martin J. Joel & Co. NY 
Bache & Co. NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

Oscar Gruss & Son NY 
Ladenburg Thalmann NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
keich & Co. Inc. NY 

John G. Kinnard & Co. Mnpis 
Oscar Gruss & Son NY 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 10, 1971 


Reich & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
* M. S. Wien & Co. Inc. J CY 
* A. P. Montgomery & Co. NY 
* Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Oscar Gruss & Son NY 
Fredericks Clark & Co. Mnpls 
Bache & Co. NY 
Ladenburg Thalmann NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Oscar Gruss & Son NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 11, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Ladenburg Thalmann NY 
Fredericks Clark & Co. Mnpls 
Oscar Gruss & Son NY 
Bache & Co. NY 
Re*ch & Co. Inc. NY 
Jo'.41 G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
ATRON CORP. UTS. Oscar Gruss & Sor NY 
Ladenburg Thalmann NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. WIS. Oscar Gruss & Son NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


March 12, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Ladenburg Thaimann NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
Reich & Co. Inc. NY 

ATRON CORP. UTS. Ladenburg Thalmann NY 
G. A. Saxton & Uo. Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. Joh G. Kinnard & Co. * .pls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 15, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. . G. A. Saxton & Co. Inc. NY 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
M. S. Wien & Co. Inc. J CY 
Reich & Co. Inc. NY 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 

* A. P. Montgomery & Co. NY 

Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 16, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Ladenburg Thalmann NY 
Oscar Gruss & Son NY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
* A. P. Montgomery & Co. NY 
* Mayer & Schweitzer Iac. NY 
G. A. Saxton & Co. Inc. NY 
* M. S. Wien & Co. Inc. J CY 
Reich & Co. Inc. NY 
ATRON CORP. UTS. Ladenburg Thalmann NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WTS. Ladenburg Thalmann NY 
John G. Kinnard & Co. Mnpls 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 17, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Ladenburg Thalmann NY 
Oscar Gruss & Son NY 
* M. S. Wien & Co. Inc. J CY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. UTS. Oscar Gruss & Son NY 
Ladenburg Thalmann NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. Oscar Gruss & Son NY 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
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ATRON CORP. 


ATRON CORP. 


ATRON CORP. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 18, 1971 


A. P. Montgomery & Co. NY 
Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

P. R. Peterson Co. Mnpls 

G. J. Bratter & Co. Inc. Mnpls 
Ladenburg Thalmann NY 

M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 

John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 19, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. . Oscar Gruss & Son NY 
M. S. Wien & Co. Inc. J CY 
Ladenburg Thalmann NY 
Reich & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
ATRON CO™P. ° Ladenburg Thalmann NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. . Ladenburg Thalmann NY 
Icahn & Co. NY 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 22, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 
M. S. Wien & Co. Inc. J CY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 
ATRON CORP. WIS. A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Icahn & Co. NY 
Ladenburg Thalmann NY 
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ATRON CORP. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 23, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

Oscar Gruss & Son NY 

Bache & Co. NY 

Ladenburg Thalmann NY 

M. S. Wien & Co. Inc. J CY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 


NATIONAL DAILY QUOTATION SERVICE 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 24, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
G. J, Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
M. S. Wien & Co. Inc. J CY 
Ladenburg Thalmann NY 
A. P. Montgomery & Co. NY 
Oscar Gruss & Son NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

ATRON CORP. #TS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Ladenburg Thalmann NY 

* A. P. Montgomery & Co. NY 


ATRON CORP. 


ATRON CORP. 


ATRON CORP. 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


March 25, 1971 


Ladenburg Thalmann NY 

M. S. Wien & Co. Inc. J CY 
Paine Webber J&C Inc. NY 
Oscar Gruss & Son NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpis 
Mayer & Schweitzer Inc. NY 
P. R. Peterson Co. Mnpls 
Ladenburg Thalmann NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 26, 1971 


M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 
Paine Webber J&C Inc. NY 

A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
G. A. Saxton & Co. Inc. NY 
Mayer & Schweitzr Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 29, 1971 


G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 
M. S. Wien & Co. Inc. J CY 
Paine Webber J&C Inc. NY 
Ladenburg Thalmann NY 

Oscar Gruss & Son NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

A. P. Montgomery & Co. NY 
Ladenburg Thalmann NY 


NATIONAL DAILY QUOTATION SERVICE 
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ATRON CORP. 


ATRON CORP. 


DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


March 30, 1971 


G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 

A. P. Montgomery & Co. NY 
Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 

Paine Webber J&C Inc. NY 

G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 

John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
Ladenburg Thalmann NY 


NATIONAL DAILY QUOTATION SERVICE 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


March 31, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. John G. Kinnard & Co. Mnpls 
. Bratter & Co. Inc. Mnpls 
. Peterson Co. Mnpls 
& Schweitzer Inc. NY 
. Saxton & Co. Inc. NY 
. Montgomery & Co. NY 
& Co. Inc. NY 
& Co. NY 
. Wien & Co. Inc. J CY 
Webber J&C Inc. NY 
Gruss & Son NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 1, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co Mnpls 
G. J. Bratter & Co Inc. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
M. S. Wien & Co. Inc. J CY 
Paine Webber J&C Inc. NY 
Bache & Co. NY 
Oscar Gruss & Son NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

ATRON CORP. WTS. * A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Onl 7] 


April 2, NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Oscar Gruss & Son NY 
M. S. Wien & Co. Inc. J CY 
Paine Webber J&C Inc. NY 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
Mayer & Schweitzer Inc. NY 
Reich & Co. Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
ATRON CORP. UTS. Reich & “9. Inc. NY 
G. A. Saa-on & Co. Inc. NY 
ATRON CORP. WTS. John G. Kinard & Co. Mnpls 
Reich & Co. Inc. NY 
G. A. Saxton & Co. Inc. NY 
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ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 5, 1971 


G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 

Bache & Co. NY 

Paine Webber J&C Inc. NY 
Oscar Gruss & Son NY 

M. S. Wien & Co. Inc. J CY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 

John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 6, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
* Mayer & Schweitzer Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
Reich & Co. Inc. NY 
Bache & Co. NY 
Oscar Gruss & Son NY 
M. S. Wien & Co. Inc. J CY 
Paine Webber J&C Inc. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WIS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Reich & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 7, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. . J. Bratter & Co. Inc. Mnpls 
- Peterson Co. Mnpls 
& Schweitzer Inc. NY 
- Montgomery & Co. NY 
Saxton & Co. Inc. NY 
& Co. Inc. NY 
& Co. NY 
- Wien & Co. Inc. J CY 
Gruss & Son NY 
ATRON CORP. UTS. - A. Saxton & Co. Inc. NY 
& Co. Inc. NY 
ATRON CORP. WTS. . P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 8, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. ° G. A. Saxton & Co. Inc. NY 
A. P. Montgomery & Co. NY 
Reich & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
* Mayer & Schweitzer Inc. NY 
* M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
Bache & Co. NY 
ATRON CORP. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. VY 
ATRON CORP. . G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


April 12, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. * Mayer & Schweitzer Inc. NY 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
* M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
Reich & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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DE"“ENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


April 13, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. * A. P. Montgomery & Co. NY 
* Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
P. RK. Peterson Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
* M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


Apri? 14, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. * Mayer & Schweitzer Inc. NY 
G. Bratter & Co. Inc. Mnpls 
P. 

J 


ohn G. Kinnard & Co. Mnpls 
* A. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
*M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
Abraham & Co. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
ATRON CORP. WIS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 15, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. . G. A. Saxton & Co. Inc. NY 
G. J. Bratter & Co. Inc. Mnpis 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
A. P. Montgomery & Co. NY 
Mayer & Schweitzer Inc. NY 
Abraham & Co. NY 
M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 

ATRON CORP. G. A. Saxton & Co. Inc. NY 

ATRON CORP. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 16, NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
* A. P. Montgomery & Co. NY 
* Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
Oscar Gruss & Son NY 
* M. S. Wien & Co. Inc. J CY 
Abraham & Co. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
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DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 19, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Abraham & Co. NY 
M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 

ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
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DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


April 20, NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. J. Bratter & Co. Inc. Mnpls 


ow 


John G. Kinnard & Co. Mnpls 

A. P. Montgomery & Co. NY 

Mayer & Schweitzer Inc. NY 

G. A. Saxton & Co. Inc. NY 

Oscar Gruss & Son NY 

M. S. Wien & Co. Inc. J CY 

Abraham & Co. NY 

Paine Webber J&C Inc. NY 

P. R. Peterson Co. Mnpls 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
ATRON CORP. WTS. John G. Kinnard & Co. Mnpls 

G. A. Saxton & Co. Inc. NY 
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ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WIS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 21, 1971 


A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Bache & Co. NY 

G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Paine Webber J&C Inc. NY 

M. S. Wien & Co. Inc. J CY 
Abraham & Co. NY 

Ladenburg Thalmann NY 

Oscar Gruss & Son NY 

G. A. Saxton & Co. Inc. NY 
John G. Kinnard & Co. Mnpls 
Ladenburg Thalmann NY 

G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 


NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 22, NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. John G. Kinnard & Co. Mnpls 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
* Mayer & Schveitzer Inc. NY 
* A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Paine Webber J&C Inc. NY 
Abraham & Co. NY 
* M. S. Wien & Co. Inc. J CY 
Burnham & Co. NY 
Ladenburg Thalmann NY 
Oscar Gruss & Son NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Tlalmann NY 
ATRON CORP. WIS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
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DEFENDANT'S EXHIBIT Z 


{[Atron Entries Only] 


April 23, NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Petersen Co. Mnpls 
* Mayer & Schweitzer Inc. NY 
G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
Abraham & Co. NY 
* M. S. Wien & Co. Inc. J CY 
Burnham & Co. NY 
Oscar Gruss & Sen NY 
Ladenburg Thalmann NY 
Paine Webber J&C Inc. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
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DEFENDANT'S EXHIBIT Z 


{Atron Entries Only] 


April 26, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
G. J. Brat cer & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
Oscar Gruss & Son NY 
L. F. Rothschild & Co. NY 
M. S. Wien & Co. Inc. J CY 
Burnham & Co. NY 
Ladenburg Thalmann NY 
Paine Webber J&C Inc. NY 
Abraham & Co.-«NY 

ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 

ATRON CORP. WTS. A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Ladenburg Thaimann NY 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only? 


April 27, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. G. J. Bratter & Co. Inc. Mnpls 
John G. Kinnard & Co. Mnpls 
Oscar Gruss & Son NY 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Bache & Co. NY 
Abraham & Co. NY 
Paine Webber J&C Inc. NY 
M. S. Wien & Co. Inc. J CY 
Kaufmann Alsberg & Co. NY 
Oscar Gruss & Son NY 
Ladenburg Thalmann NY 
L. F. Rothschild & Co. NY 
Burnham & Co. NY 
P. R. Peterson Co. Mnpls 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 28, NATiONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Bache & Co. NY 
G. A. Saxton & Co. Inc. NY 
* A. P. Montgomery & Co. NY 
* Mayer & Schweitzer Inc. NY 
G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
John G. Kinnard & Co. Mnpls 
* M. S. Wien & Co. Inc. J CY 
Burnham & Co. NY 
Kaufman Alsberg & Co. NY 
Qscar Gruss & Son NY 
Ladenburg Thalmann NY 
L. F. Rothschild & Co. NY 
Abraham & Co. NY 
Paine Webber J&C Inc. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 


ATRON CORP. COM. 


ATRON CORP. UTS. 


ATRON CORP. WTS. 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 29, 1971 


G. J. Bratter & Co. Inc. Mnpls 
P. R. Peterson Co. Mnpls 
Mayer & Schweitzer Inc. NY 
A. P. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 

Paine Webber J&C Inc. NY 

M. S. Wien & Co. Inc. J CY 
Abraham & Co. NY 

L. F. Rothschild & Co. NY 
Kaufmann Alsberg & Co. NY 
Burnham & Co. NY 

Oscar Gruss & Son NY 

A. P. Montgomery & Co. NY 
John G. Kinnard & Co. Mnpls 
G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmanc NY 

G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 

John G. Kinnard & Co. Mnpls 
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NATIONAL DAILY QUOTATION SERVICE 


DEFENDANT'S EXHIBIT Z 


[Atron Entries Only] 


April 30, 1971 NATIONAL DAILY QUOTATION SERVICE 


ATRON CORP. COM. Mayer & Schweitzer Inc. NY 
. R. Peterson Co. Mnpls 
- Bratter & Co. Inc. Mnpls 
. Montgomery & Co. NY 
G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
Kaufman Alsberg & Co. NY 
Abraham & Co. NY 
M. S. Wien & Co. Inc. J CY 
Oscar Gruss & Son NY 
Paine Webber J&C Inc. NY 
Herzfeld & Stern NY 
Burnham & Co. NY 
L. F. Rothschild & Co. NY 
ATRON CORP. UTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
ATRON CORP. WTS. G. A. Saxton & Co. Inc. NY 
Ladenburg Thalmann NY 
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Defendants' Exhibit AA 


Nhe Qk Ming ee MAS 7280 


_—_— oo 


en Hr a > amarante ram Qe” to 


. 876a 
. Anon a— 
t ee ( oe 
Defendants’ Exhibit aww > 


ang gftt vod eh a a a tl i 


neve ny ai neeeh nese. . was Pa ed Meee ‘ eS. 
bt A. home, ad Lwoct ait ins pals cri | 


ee a tt ee 


iSsdeeeie elias inenniaals la ween pees) Pee a. eee Abend 


{eS Sf pe RS Sa I ee ek ae be a 


siichowelsapiiaiaiaiba Rd BS an SO ay shen 6 eles PE of. (Catatet. 
i gos so Me ca Sit op Taga f 5 Sy Mea ety 
Mice - Cee. females. 


‘o-ec-ereo--- oe 


a ne are ee a i ee ne ee on a 


SS 


[o-oo ff ee 
“ee Pie : zs 2 
i, seems 2 nh. tog” acatlasy or: wie 


te — Bs! oT eA ye tein a 
Bie a co! Mame SURES WA a Re MO SPS ET i BORE 
AM Mo ® ne OUR OES Tape Bosch: 2 


i 
7. 
mek.” ae Te eg ee 


877a. ae he 


Defendants' Exhibit AA 


4 >. , 
ey + See or ae : bak. bgee ete 552 bpm sa 


on. 2 YOO Ko a gala a £ TC Oe 


|} A Ce Mlk! fot 


5 il a)" ata WORe Se eee OFT, (a 


Mays... it ee a ee ee 


D - RPRARED ES ae om OO SS TL A NN eee ce sa = 


—_——— ee 


as Pe SR a a ee ee 


| Soe: Were 7 ee, pon — odor. that fe 


oe eee ee oe TO NEL! LS LOLS LOS TLS A LG OOS FSS eS TS See SD CTT: MeN te ae em eercceeme om- «mee 


cone ‘Matt. PEGS ST eae ae . 
sl tapiiade oS ion 6s AP nme 4 iat o 


ri 878a 


Defendents' Exhibit AA : 


san |) Male Vowel = Ss (Heed hg a) 
eee eee LT Se fers th GoZ 


ROR SHUNT ee PRE SS Oe ae ae 


so ean ce se teaescead Rr) er ee 2 PRS Ce & is ee) ee ae 


| REE Viner tes | Con Coed, tg aitlicticte 
_——-——|| ...-. Age Fr or 0 ALAS... team 


‘area sri cess acne atc a as ak iN aN le 


ae a to ee oe ee we en 


paneapinleseeeliennt My. Cs A ae La. ae Se ae PD ee 


x4 ae LO wae, 


OT re ee rem ees - SS EE EEE ee ee re meee 8 et ee tr eee oe 


i: kbaelansnane ibe OFM | ne in. ae ee, o Pom pact 
Nichi se, MET Neus each a hdlle pay eee 


AEG bees) Bee 
DN as aa ges cA di di ati a ee ea wires it 8 ptt hah 


se ee Onan eo, ap ae 


e,. 2 ‘ * nd ‘ ° . uy ° - 


—-~ =. 


879a 


SH OO 5. es 


ee eo ee a 


peor yee ere ae 
hea ty Fee eae, 


Defendants' Exhibit AA 
' é : 
! eae eee SP ae ge ll eT ee 
‘ ee oo <a BP sas pee oe ie g) 
sini tecaiaesimesaad i ht oey: of ep. & vue a 7 


: ON ee OO cae erect a catia 


eee ee OF oe OS EE EOF HS SES & em 
eS 


age oe PE os ee at: BGT Se REN BR a 


— 94. ‘veal dy ee a ee 


ee SE Tc 


i gh le oe Bint a : Pea SOS phe Big 
ey ise ers a ales Fe. Sen 

a ee eae oe vs ie 
= we Aes ew F rrveebradeG 
OE NE ees teen re meee 


me ee ee eee 


ee 
Pa w 
ra 
¢ 
i) 
i 
t 


brunefl 


il - 880a 


Defendants' Exhibit AA 


) ih 2 6S500 ghave of MOS 
ee Fer ae ee a 


a 
ae Fi 7.) | ee 


ramneree 


: BS Ihk As i A acc cs JESYS © gids ot Mahe. me 


pT RH PS MAN 4- noo kf <, hee vox -— + 
AO EE 5... ANNO, ERR SS RMON IS: ORO eee 
ah ph ge ae ee 


———-} GS ae AE Reels casts a 
QR x~ yh hanke 


ae. : SERRGTiaecncebanen aniston Nieeciesrninmmetar ae er * GR 


oP Soe a 
a es -- = ---- er - - --\ + 
! R. YD Woof fay) avin fe RS 7 


Te antes ey ae Sete. 


Terre acs ee . Oe ee ee ENS is ind ni Eee Comer ge ti mee Zz fh “Ir - ral ow ew reem + - 


, 
ee ae 
ae ee Ce ae ee — —-e a ae we ae 


ot Mae sh aa ate, | 


a 


MO Remice ene ee EES ak a a 


eee: Mr ecsine Oe ee) Cer ee Mee ake ne 


aA abaprache 3? RA: a: os alent £ba7 


H 4 


shes silos eee lithe oly Mekicaea tein « : 


& ? 
? | 55 ms ; 
- eee loro eins me pre” f Chen oe if 


é e : 


: a EOE RRS AGE add ae £ A OY ay Pa Bae i =: Nai 2 2s Sa 
|} - $7". en are Pee y 
be comes =... te <avecemmnnsemnitett 


2. e- 


882a 


anfy ot -_ (> eee, 
/ - fend on Sh GaP er 


r» te 
‘ 


Defendants ' Exhibit AA 


AE OIE ee ae 
Seg ce peer =. “> pacnee 
man of 


a | — get hayes thet pti, onebate. 


sdadeecieae oe eee © shee Caran ae 
REEMA: unre. Wee She” dig ik doe 


be FERE Hae 


hbo 
ay 


wt sn 
———— Nr I alne 


4 godt el ds Sed ay 
as art rpc gered "COR saa af Mamont 


PES fer. pee ey. REE 
| Ae4 ofa A it sien Meas 


—Le ee OF es ee Oe eee tt ee 


~~ ee Rn ee ee a tee es ene 


883a 


Defendants' Exhibit AA 


| on me /mt frrw ee og 


—_— Ee aS cS H+ ee aoe - sree orem om = ag. ee ee ee + ees. 


| : ee FOF Be 2 Ok My % aed. i Sas S60 ee 
Pl ee & ~——--PERchapmat..logg mokine | 
: i . VS Sg |: SE 4 sie A Marie Ss 

“a pS Elen BS a A. abeugo ee fa ead os ae 
om 3 -——_—_——-} bt cel, aay Af. 
a iasasbacs eo f er ee Or... 


be : Peaene: |G re 104, ft fr ort of. + eo. me 
i “a a | SOUR, | Waeeaies nP i is NE MN Cs 
aie be Te oe me Nee er Sura icin sa a A ger oer te + 
+ / a | Ss ms SE Rest po vaaM RAT 
ee aN ie ew ae 
4 ae ee | Sema ae SF ge 1G (pts } on 


ee ee oe mee _“———- 


SOS Hees om mem oe PG DS 42-00: 0 OD OO AS @ BOGUS SS CREE S1O.He +. 6:0 ty Ge oe 10 G SE) OM) 0 2006s ab 5 060d Ges see wee 


~~ 


eo NO De «oe to ~ since 


Qo A A canst 


Se ee eae 


ie Pe ae 


ee a eee 


oe 


Latffer... ALID, eoffant” 926: extcwh, he ool 


i ee rere er eer a 


mm a i ii a i a 8 so ent 


a i a a rr a SS 


ee A SL Tl me: 


ee dip champ ihede 
bet oe 

‘ i 
‘ 

mow me 
-- 


ee ae EE A EE TT eT ST oo eH 


ee RE ON A OS EE ST tS sa a mm a F | 


as 


- ee eee een ee eens ee ne eee CR ES ee eS Ne me ee - — - 
| 
joshi ARE lh coin pl ras dl adam oe = | 
-- ee ee mee oe en Se eee on oe ee wee oe Oe meres - metee one -- 
ome eo —— se am eee oe -———— om “oe ee -- eo — 


Defendants Exhibit AC 


[Graph of Market Prices of Data Sciences 
Corporation ani Atron Corporation, 
January 4 - May 10, 1971] 


NOT REPRODUCED IN APPENDIX 


BECAUSE OF UNUSUAL BULK 
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Defendants' Exhibit AE 


[Graph of Market Prices of Various NYSE 
and AMEX-Listed Computer Equipment 
Stocks, January - December, 1971] 
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To Our Shareholders: 


Net income from consolidated worldwide opera- 
tions for the second quarter ended January 31, 
197+ was $1,080,000 or 20¢ per share of common 
stock compared to $2,060,000 and 38¢ per share 
reported a year ago. Total revenues in the quarter 
amounted to $23,305,000, including $12,385,000 
from rentals and service, compared to revenues of 
$25,880,000 and rental and service income of 
$9,105,000 in the corresponding period in fiscal 
1970. 

In the first half of the current fiscal year, net 
income equalled $2,345,000 or 43¢ per share. For 
the first half of the previous year, net income 
and per share earnings were $4,085,000 and 75¢, 
respectively, including a non-recurring gain of 
$275,000 or 5¢ per share from the revaluation of 
foreign currencies. Total revenues in the first six 
months of fiscal 1971 were $45,085,000, of which 
$24,045,0°° ~-me from rentals and service. The 
compari. jures a year ago were $50,835,000 
and $17,015,000, respectively. 

Despite lower placements of machines in the 
domestic end user market during the past year, 
MDS's aggregate rental and service income ad- 
vanced approximately 40% in the second quarter 
and the six month period over those of the cor- 
responding periods a year ago. Moreover, the rate 
of growth in rentals and service—a more useful 
indicator of trends—accelerated during the last 
three months. The $725,000 incremental quarterly 
gain in rental and service income (the difference 
between aggregate totals in the second compared 
to the first quarter) was up approximately 25% 
over the $590,000 increment of growth in rentals 
and service shown in the first quarter over the pre- 
ceding three month period. 

Domestic end user orders picked up in the latter 
part of the second quarter. This increase, together 
with the strong orders received by the European 
and Canar’’an operations, resulted in the largest 
increase ii. end user backlog experienced in any 
quarter in the Company’s history. The upturn was 
felt broadly actoss almost all product lines and has 
continued to date, encouraging us to hope that 
the worst effects of the U.S. recession are over. 
While management is closely monitoring develop- 
ments abroad, foreign demand for the Company's 
products continues unabated. 

Net sales in the United States, o.. the other hand, 
again were down sharply from the comparable 
year-ago period, although some improvement was 
registered over the first quarter level. While the 
uptrend in orders of the worldwide rental market 
has not yet carried over to the sale segment of the 
business, our OEM marketing organization has 
submitted a substantial number of significant pro- 
posals to both existing and potential ci stomers in 
anticipation of an expansion in these areas. 

A few weeks ago, MDS introduced to the end 
user market its System 2400, a highly flexible sys- 
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| tem with a wide range of peripherals interfaced 

with a high performa ce peripheral processor. The 

i new system was designed for use with the third 

| generation of computers, and timed to coincide 

with the initial phase of the new IBM System / 370 

j cycle. The MOS marketing organization both here 

| and abroad has shown great enthusiasm over the 

prospects of the System 2400 and initial market 
reception has been most gratifying. 

} While the System 2400 may prove to be the most 

j significant new product development thus far-in 

the Company's history, it should be noted that 

deliveries are not scheduled to commence until 

almost the end oi the current fiscal year. Moreover, 

as a rental product—even a highly successful one— 

ead its impact on earnings will not be immediate, but 

‘ will be spread over the duration of its rental life. 

On the other hand, the installation of 2400s should 

| accelerate the expansion of MDS’s rental base, 

providing a ready market for new peripherals as 

they are added to the product line. : ! 

Mr. Daniel Van der Plassc'ie, on leave of absence i 

as Managing Director of MOS-Belgium S.A., has 


ee 


been responsible for developing and directing the 
System 2400 program at corporate headquarters. 
His involvement with the 2400 as project manager 
has been a total one—from engineering scheduling, 
software c-vlopment and marketing planning. 
He deserves our congratulations for this phase of 
a difficult job well done. 

A key component of the System 2400 is the pe- 
ripheral processor developed by Atron Corporation 
together with our engineers. We have worked 
closely with Atron since its founding over two years 

“ae F ' &g0, are its largest customer, and currently own 
“ 195,000 of its 1,088,573 outstanding shares. The 4 
= Boards of both companies have approved a merger 
; agreement, calling for the exchange of one share 
of MDS Common for four shares of Atron. 
On March 11, 1971, the Company announced a 
, proposed merger with Colorado Instruments, Inc., 
a manufacturer of source data collection systems. 
Mist's As is the case with Atron, MDS has a long standing 
i relationship with Colorado Instruments’ manage- 
t ment, and markets certain of that Company's prod- 
j ‘ ucts. The exchange ratio has been established at 
3 ; one share of MOS Common for seven shares of 
A Colorado Instruments. 
4 The foregoing merger agreements, -vhich will 
4 P result in the issuance of a total of 30: 00 shares 
; of MDS Common Stock, will be submitted to the 
$ shareholders of Atron and Colorado instruments 
for their respective approva‘. Since these com- 
. panies lease their products to end users, and be- 
cause of the significant amount of engineering and : 
development costs which will be expensed, these 
mergers will have a negative impact—albeit a small 
one—on MDS's earnings. At the same time, the 
merged companies will bring to MDS both a broad- 
ened product line and a depth of professional 
aes expertise of significant value to the combined 
° companies’ future growth. 
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MDS over the past several years has supplied 
various equipment under subcontract to the De- 
; partment of Defense's “AUTODIN” worldwide 
. digital communications network. These difficult 
commitments, inherited with prior acquisitions, 
were concluded about a year ago. In January 1971, 
MDS received new contracts aggregating $2.4 
million for deliveries of additional equipment be- 

ginning in the Fall of 1971. ‘ : ° 
The Company recognizes that the increasing 
‘ complexity of its product line will continue to re- 
quire a sophisticated systems selling effort and 
extensive marketing support. To a large extent, the 
members of the more recently organized European 
sales force have prior systems experience, and 
MDS over the past nine months has been substan- 
tially upgrading the domestic marketing organiza- 
tion in anticipation of this requirement. Through 
replacements and additions to the sales force and 
the retraining of existing personnel, a majority of 
the domestic salesmen today have the capability 

to sell larger systeris. 

In additios:, the Company has prepared for this 
next phase of its development by reorganizing sev- 
eral top level marketing functions. Mr. John J. Egan, 
Jr., formerly a senior marketing executive with the 
UNIVAC Division of Sperry Rand Corporation, 
joined MDS as Vice President—End Us -r Marketing, 
and Mr. A. W. Hoge was named to tt new post of 
Vice President-Corporate Marketing Support. 

On February 26, 1971, the Company successfully 
negotiated an expansion of its bank lines-to an 
b / aggregate of $50 million. Of this amount, $23 mil- 

: ; lion is a five-year, multi-currency credit provided by 
a@ group of American banks headed by the First 
Natiorie! Bank of Chicago. This credit will be used 
to finance our overseas rental business. The other c 
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$27 million is a three-year domestic credit through 
a group headed by the Marine Midiand Bank-West- 
ern. In addition to these two credit agreements, 
early last Novembe: the Company concluded a 
five year, $2.4 milliow, Sterling/Dollar back-to-back 
‘ ‘ financing arrangement, which will provide Sterling 
| funds to its British subsidiary at a favorable rate of 
interest. 
e j The Company is scheduled to be represented 
; on a pane! at the Institutional Investors Conference 
i in New York City on Marsh 19, 1971. It was felt 
that the accompanying introductory remarks, 
which are to be published and distributed among 
the conferees, also might be of interes: to MDS 
shareowners. 


: Sincerely, 
| | Velen Balin 
V.E. Johnson Richard P. Rifenburgh 


4 . a Chairman President 
@ ; March 11, 1971 
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Consolidated Statement of Income 


a (unaudited) e 
31 
‘ wri (1870 
, , (000’s omitted) 
; Net Sales $10,920 $16,775 
' Rental and Service income 12,385 9,105 : : 
: Total Revenues $23,305 $25,880 i 
ne income Before Income Taxes $ 1,795 $ 4,075 ; 
Provision for Income Taxes 715 2,015 ‘ 
Net Income $1,080 $ 2,060 ! 
? Keats bn 12 1% | 
Average Outstanding Shares 5,485 5,465 | 
Six Months Ended 
January 31 
| i mw 
» : (000's omitted) s 
i Net Sales $21,040 $33,820 
Rental and Service Income 24,045 17,015 
Total Revenues $45,085 $50,835 
| income Before income Taxes $ 3,770 $ 7,840 , 
e c Provision for income Taxes 1,425 3,755 , 
= | Net income $ 2,345 $ 4,085 
—S—_—_ ——— I 
} Earnings per Share: 
Income Before Extraordinary Item  $ .43 $ .70 , 
' Extraordinary item _ 05 
Net Earnings per Share $ 4 $ .75 
e : 24 Average Outstanding Shares r 485 5,465 
i 
| 
e ’ 
: If the address to which this report is mailed is incorrect, 
! coe advise the Company's Transfer Agent, Marine 
; idland Bank — New York, 125 Barclay Street, New 
j York, N.Y. 10015, Atin.: Address Change Unit, Securi- 
| ties Records Section. 
| 
g 
i 
j Bis 
. 
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Introductory Remarks by R. P. Rifenburgh, President 
Mohawk Data Sciences Corp. 


Institutional Investors Conference 
March 19, 1971 


As | look back on these past six and a half years since the 
formation of Mohawk Data Sciences, severai thoughts come to 
mind that may be of interest to the investment community as it 
appraises the data processing industry today. 

First, success in our competitive and demanding business has 
always been a long shot, depending as much on good timing and 
good fuck as on talent and hard work. The past yeer’s experience 
suggests that, especially for new entrants and even for some 
older ones, the odds are getting slimmer all the time. 

Second, we believe that the rewards of success in data 
processing provide sufficient motivation to expand intelligently 
within the industry. We are not interested in diluting that effort 
nor lessening our potential with conglomerate mergers and 
acquisitions. 

Third, any departure from the proven IBM formula of 
service to customers — not with hardwere alone but by “solving 
problems” — increases geometrically the risk of failure. 

And finally, it is the end user who ultimately determines 
success or failure in tnis business. Whether we reach him directly 
or through an OEM relationship, and regardless of how we use 
leasing companies or do our accounting — we are, in the final 
enalysis, all competing in the rental market for that end user 
customer. If he determines that @ product or service is 
inadequate for his needs, the supplier of that product or service 
— and all intermediate suppliers back to the original source — 
will fece their “moment of truth”. If, on the other hand, he 
decides simply to save and not spend his rental dollars (es has 
frequently been the case over the past year), we all suffer — 
albeit in varying degrees. 

My ernphasis on the risks of the new entrant in our industry 
may sppear contradictory in view of MDS‘s six-year record, 
which saw net income in our last fiscal year exceed $8 million on 
total revenues of over $100 million — with a rental base that 
produced some $38 million of that total. Mohawk Data had 
some basic advantages and a fortuitous set of circumstances at its 
founding which enabied it to minimize the dangers. 

First, and most important, the founders had a cumulative 
total of over a half a century of EDP experience in critical areas 
of an industry, that was less than two decades oid. That 
emphasis of professional data processing management — not on 
engineers or clever gadgets — characterized MDS then and, we 
like to think, is equally true now. 

We decided at the outset that, since end users would 
determine our success or failure, MOS would serve them directly 
as a rental company. Fortunately, the state of financial markets 
at that time enabled us to build the broad product line and 
assume the financial burdens that such a role entails. 

We selected a product, the DATA-RECORDER, to provide 
our fledgling company with the broadest exposure to the user 
market, and spent the first three years of our corporate life 
building a marketing and distribution organization around that 


r——- 


ny 


_ ee ae " —_ a we ae a eS seat. STS Peat Re tlt 
893a 
Defendants' Exhibit AF 


family of products. Pioneering in any new ares takes time and 
considerabie educational effort, especially in competition with 
1BM and the punched card. MDS’s early success with its first 
Product line was due in no small measure to fortuitous tim ng. 

& Z The third generation of computers had just emerged, and the 
DATA-RECORDER arrived on the scene early enough to focus 
on the critical input bottieneck confronting EDP users, thus 
ensuring a reasonably long rental life. 

Let me underscore the important point that MDS was not 
founded to make and sell DATA-RECORDERS. From the 
beginning, our strategy wes to capitalize on the advantages of 

; key-to-tape input as a means to the end of building a solid sales, 
& service and support organization. 

' By 1968 MDS had reached the next phase in its develop- 
ment, and corporate strategy over the following three years was ' 
directed toward expanding the mix of products with which to ‘ ' 
fill the newly constructed distribution pipeline. Through acqui- ' 
sition and by internal development, MDS assembled one of the ; 

o broadest lines of peripheral products and subsystems in the 

ed) : industry. In addition to a broad array of DATA-RECORDERS in 
free-standing and clustered configurations, the Company today 

Produces an expanding line of computer printers, card and paper 

tape punches and readers, tape drives, and data communications 

‘ and conversion systems. These are primarily rental products, and 

4 = as such they are placed and maintained in end user installations 
by some 1500 marketing and support personne! in nearly 200 
& : P MDS branches here and abroad. Distribution is further extended 
through agency relationships by an additions! 200 sales and 

service points around the globe. 

a Last year saw the beginning of another iBM generation 
cycie, which caused the usual convulsions within the data 
processing industry. We, on the other hand, saw a new 

f opportunity to ride the wave and make a major advance this year 
ay in our development as a specialist in defining and meeting user 4 
. requirements in the peripheral sector. Three weeks ago, Mohawk , 
‘ Data announced, for delivery this summer, its new SYSTEM 
° 2400, a highly flexible system with a wide range of peripherals 
'. interfaced with a high performance Peripheral Processor with 
which users can meet their specific input, output and communi- 
: cations requirements in individualized applications. The 
a SYSTE’A 2400 represents to Mohawk Data the culmination of 
six years of corporate planning to move from a supplier of 
free-standing peripherals to a manufacturer and marketer of 
off-line peripheral systems. The modularity of this new system 
will enable users to expand into new peripherals as they eed 
them; for the same reason, an established SYSTEM 2400 rentai 
i base will provide added momentum to the Company's growth as 
6 new peripherals are added to the line. 
® As was the case in 1964, MDS will be innovating — not with 
futuristic gimmicks — but with an intelligent approach to real 
problems users face today in their efforts to optimize price/ 
performance. The answer lies not merely in the cost advantages 
of systemizing all peripherals with a processor, but in freeing a 
< mainframe to do what it does best. Our experience from the 
3 , beginning leads us to conciude that the SYSTEM 2400 should 
We Provide that answer. 
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Mohawk Data Sciences Corp. 


Consolidated Statement of Income 


(unaudited) 
Quarter ended 
October 31 
1970 1969 
(000's omitted) 
Net Sales $10,120 $17,045 
Rental and Service Income 11,660 7,910 
Total Revenues $21,780 $24,955 
Net Income Before Income Taxes 
and Extraordinary Item $ 1,975 $ 3,490 
Provision for income Taxes 710 1,740 
income Before Extraordinary Item 1,265 1,750 E 
=> > 
Extraordinary Item—Gain on #i j 
Revaluation of Foreign Currencies ~ 275 £S i 
; 5 mS 4 « i 
Net Income $1,265 $ 2,005 ; tF a ah i 
Earnings per share: lj — - , 
Income Before Extraordinary Item $ .23 32 | ee. |! 
Extraordinary Item - 05 ll a rr 
Net Earnings per share $ .23 $37 : 
Average Outstanding Shares 5,485 5,465 ; 
On the cover: Z 
The MDS 2501 Programmable Printer with a new MDS model 
2000 Tape Drive. This off-line, high speed print station uti- Hi 
lizes an ATRON computer to provide both an editing capa- & 
bility and a compatibility with the Output from most computer 
systems. 
ip ra mays Py i. -= ah + ft a fd =" 
GIO Ee Bo ES SLOT 
i pr ee nen. | 
© I dae Ware ECs iff! Ls 
ee Ab AY «See OH TUBS 
Gales or toler TT, 174 
If the address to which this report is mailed is incorrect, i 
please advise the Company's Transfer Agent, Marine ; 
Midland Bank — New York, 125 Barclay Street, New 
York, N.Y. 10015, Atin.: Address Change Unit, Securi- 
ties Records Section. 
<cdiscenbiclinieabtidiinisctidineabamionuaplecselincimdmecnoc el 
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Yo our Shareholders: 


Net income from consolidated worldwide opera- 
tions for the first quarter ended October 31, 1970 
was $1,265,000 or 23¢ per share of common stock 
on total revenues of $21,780,000. A year ago, quar- 
terly net income totaled $1,750,000 or 32¢ per share 
(before a non-recurring gain of $275,000 or 5¢ per 
share from the revaluation of foreign currencies) 
on total revenues of $24,955,000. 

The prolonged downturn in economic activity in 
the United States, which for some time has cur- 
tailed domestic shipments of computer equipment, 
clearly impacted the Company's results for the 
quarter. While rental and service income advat.ced 
to $11,660,000 from the $7,910,000 reported in the 
first three months a year ago, net sales decreased 
to $10,120,000 compared to $17,045,000 in the cor- 
responding year-ago quarter. 

A downturn in net sales in the recently completed 
quarter was not unanticipated in view of the previ- 
ously announced cutback in deliveries to National 
Cash Register Company and the absence of Auto- 
din business, a large government contract which 
was completed in the middie of last fiscal year. The 
magnitude of the sales decline, however, was even 
greater than had been forecasted at the beginning 
of the new fiscal year due to the sharply reduced 
level of shipments to original equipment manu- 
facturers who, during this protracted period of 
slugaishness in the end user market, cut bac sub- 
stantially on their requirements to indepencent 
suppliers of peripheral hardware. 

The gains recorded in rental and service reve- 
nues for the quarter, which were due largely to the 
continuing expansion of European operations, 
mask the substantial pressures being experienced 
domestically in an economic environment which 
continues to deteriorate. Despite the accelerating 
trend of business abroad, U.S. rental deliveries 
(net of equipment returns) during the three months 
period were at the lowest level in MDS's history. 
Net bookings in the U.S., too, were off from the 
prior period. With the strong contribution from 
European operations, consolidated end user back- 
log was up somewhat from that of July 31, 1970. 
However, OEM order backlog continued to decline. 

Our present forecasts, based upon orders re- 
ceived to date from our customers, indicate that 
there is littie likelihood of significant improvement 
in second quarter results over the first quarter. In 
view of the lead time required between order ;e- 
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ceipt and shipment, any near-term recovery in 
domestic industry activity could not be translated 
into a resumption of MDS's prior growth trend un- 
til well into the third fiscal quarter at the earliest. 

On a more optimistic note, European operations 
have never been batter, with placements arid back- 
logs at all-time highs and few indications of a 
carry-over of the current economic difficulties in 
the U.S. to the Company’s business abroad. Fur- 
ther, MOS product development has been accel- 
erated, with initial deliveries of the new 2000 Series 
Tape Drives to be commenced shortly and ship- 
ments of-the 2400 Editor System scheduled for the 
fourth quarter of the current fiscal year. Moreover, 
the first versiOn of a high speed train printer will be 
demonstrated to selected customers in January, 
1971. The sales, support and service organization, 
too, has increased to 1400 people worldwide from 
1100 at the end of the last fiscal year. While ex- 
penses are being reduced to a mmimum during this 
period, management is determined not to sacrifice 
MDS’s engineering and marketing capability, upon 
which its future so heavily depend. 

Sharenolders at the Company's sixth annual 
meeting in Herkimer last month reelected the prior 
directors to the Board, adding a twelfth member— 
Mr. Theodore D. Robinson, a founder of MDS and 
currently a consultant to the Company. Also ap- 
proved was a new Stock Option Plan providing for 
the granting of new options on MDS Common 
stock to key employees. 

Mr. Philip J. Ablove, General Counsel and Sec- 
retary, and Mr. Horace Van Forsythe, General 
Manager of the Mark Steel Stamp Division, were 
elected Vice Presidents at the last meeting of the 
Board of Directors. 


Our very best wishes for a joyous hojiday and 
prosperous New Year. 


Vie ft Babyr 


Richard P. Rifenburgh 
President 


V. E. Johnson 
Chairman 


December 8, 1970 
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APB Opinion No. 7 


ACCOUNTING FOR LEASES IN FINANCIAL STATEMENTS 
OF LESSORS 


MAY, 1966 


INTRODUCTION 


1. This Opinion sets fort: the Board's 
views as to accounting for the revenue and 
expense related to, and the investment in, 
property leased to others. Because of the 
highly specialized problems involved, this 
Opinion does not apply to lease agreements 
concerning natural resources su-h as oil, 
gas, timber and mineral rights. 

2. The principal accounting problems of 
lessors concern the allocation of revenue and 
expense to the accounting periods covered 
by’ a lease. Although the lease typically 
establishes a schedule of rent to be received 


DISCUSSION 


Leasing activities 


3. Lessors may engage in leasing activi- 
ties to accomplish one or more objectives, 
such as: investing funds; facilitating the 
sale or use of the lessor’s own manufac- 
tured product; retaining control of locations 
when it is desirable that thg property be 
operated by others; and making available 
to others property operated by t>+ lessor 
for profit. Some lessors engage in leasing 
primarily or solely as a method of investing 
funds; some financing institutions specialize 
in leasing. On the other hand, some lessors 
engase in leasing as ‘i tidental to entirely 
different and relatively inore significant busi- 
ness operations. Leasing activitieg-eigmany 
lessors have both financing pay loss 
characteristics to some degree, and some 
lessors have leasing activities of beth types.’ 


Accounting methods 


4. There are two predominant methods 
in general use for allocating rental revenue 
and expenses over the accounting periods 
covered by a lease. These may be termed 
the “financing” and the “operating” methods. 


*A comprehensive. discussion of leasing will 
be found in Accounting Research Study No. 4. 
Reporting of Leases in Financial Statements by 
John H. Myers. published by the American In- 
stitute of Certified Public Accountants in 1962. 


APB Accounting Principles 


by the lessor, the treatment of this rent as 
revenue in the period of receipt does not 
necessarily result in a fair measurement of 
the lessor’s periodic income during the term 
of the lease. The allocation to accounting 
periods of acquisition and operating costs of 
the leased property and of costs of negotiat- 
ing and closing the lease needs to be sys 
tematic, rational, and con.istent with the 
method of recognizing revenue. The de- 
scrivtion and classification in the balance 
sheet of the investment in Jeasing activities 
i. xlso of importance. 4: ‘Age 
lhe 
5. Financing method—Under the financing 
method, the excess of aggregate rentals ofer - 
the cost (reduced by estimated, residus 
value at the termination of the lease) of the 
leased property is generally designed t¢ 
compensate the lessor for the use of the 
funds invested. Since’ this excess is in the 
nature of interest, it is recognized as rev 
enve during the term of the lease jn decreas 
ing amounts related to the declining baiance 
of the unrecovered investment or, in other 
words, as an approximatcly level rate of 
return on funds not yet recovered, | 
rentals are level, this results in a decreasing 
percentage of cach succeeding rental being 
accounted for as revenue and an increasing 
percentage as recovery of investment. This 
is comparable to the method followed ' by 
most lending institutions in accounting: 
level repayment plans, is 


6. Operating method—Undet the operati 
method, aggregate rentals are reported 39 
revenue over the life ‘pf the -lease, <The 
amount of revenue to be recognized in each 
accounting period will ordinarily be. equiv 
lent to the amount of rent receivable acy 
cording to the provisions of the Igase _pnless 


(Accounting research studies are not statements 
of this Board or of the Institute, but are pyt 
lished for the purpose of stimulating discussion 
on important accounting issues.) 2) 1 df 
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6534 Opinions of the Accounting Principles Board 


distortion of periodic revenue would result, 
¢.g., when the rentals depart radically from 
a straight-line basis without relation to the 
economic usefulness of the leased property. 
The income statement reflects, as expenses, 
depreciation of the leased property, main- 
tenance and other related costs, as well as 
the cost of any other services rendered un- 
der the provisions of the jease. The amount 
of these expenses to be recognized in each 
accounting period should be determined by 
methods which are appropriate in the cir- 
cumstances and which are conventionally 
used for such expenses when incurred in 
activities other than leasing. 


7. Basis for selection—The objective of 
fairly stating the lessor’s net income during 
each of the periods covered by the leasing 
activities is the most important considera- 
tion in differentiating between the use of 
the financing or operating methods (see 
Paragraphs 13-15 for a description of bal- 
ance sheet presentations consistent with the 
method used in determining income). Perti- 
nent factors in making the choice, among 


others, are the following: the nature of the . 


lessor’s business activities; the specific ob- 
jectives of its leasing activities, including 
the relationship to other business activities 
of the lessor, if any; the term of the lease 
in relation to the estimated useful life of 
the property; the existence of renewal or 
purchase options and the likelihood that the 
lessee will exercise them; provisions of the 
lease which indicate the extent to which the 
usual risks of ownership (e.g., obsolescence, 
unprofitable operation, unsatisfactot¥ per- 
formance, idle capacity, dubious residual 
value) or rewards of ownership (e.g., profit- 
able operation, gain from appreciation in 
valuc at end of lease) rest with the lessor 
or the lessee. 


8 The financing method is generally ap- 
propriate for measuring periodic net income 
from leasing activities of entities engaged in, 
perhaps among other things, lending money 
at interest—e.g., lease-finance companies, 
banks, insurance companies or pension funds. 
Lease agreements of institutions of this 
kind typicaily are designed to pass all or 


ve * Mag) t., ER re th 
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10. The Board believes that the financing 


“method of accounting, described in Para- 


graph 5, should be used for lease financing 
activities of the type described in Paragraph 
8 The Board believes that the operating 
method, described in Paragraph 6, should be 
used for leasing activities of the type de- 
scribed in Paragraph 9. If a single company 
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most of the usual ownership risks or re- 
wards to the lexsee, and to assure the lessor 
of, and gencrally limit him to, a full re- , * 
covery of his investment plus a reasonable 
return on the use of the funds invested, 
subject only to the credit risks generally 
associated with secured loans. Usually, the 
financing method is similar to the method 
of accounting for revenue already in use for 
other lending activities of the institutions. 
The financing method is also appropriate for 
a leasing activity of an entity which is not 
identified as a financial institution, such at, 
a manufacturer, if the lease agreements have. * 
paragraph. os) My ae, ibaa 
9. On the other hand,’ there ‘are’ conte +-phir; 


‘monthly) which retain the usual risks or 
rewards of ownership in connection . with: \-!» 
their’ leasing activity. They may also as--., “ 
sume responsibilities: for maintaining the *'% 

leased property or furnishing ceftain related," -*” 
services which will give rise to costs to be * *, 
incurred in the future. Reptal revenues ar¢ “3 
designed to cover the costs of these’services, “*-- 
depreciation and obsolescence, and to pro-. ~ #! 
vide an adequate profit for. assuming the 
risks involved. In these cases the operating 
method is appropriate for measuring periodic * 
net income from leasing activitics. + The 
operating method is also appropriate if the = 
leasing activity is an integral part of manuy .. 
facturing, marketing or other operations of -/” 
a business which generate revenues and -* aq 

> costs which must be considered along with alge 
revenues and costs from the leasing activi-, “+. >. 
ties in arriving at appropriate methods for. :{y 
measuring the overall periodic net income - 
(examples are leases of retail outlets with «ivy 
lease provisions deliberately made favorable ig 
to induce lessee to handle lessor’s product a 


and leases which generate significant serv--:.'. wd 
icing revenues and costs). The operating '’.%>* 


activities for an otherwise strictly financing © a 

institution if such activities are characte*ized ‘.'* 

as set forth in this paragraph, - e 
: “ Cz = 
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F Pee Sees Pe 
engages in separate leasing activities of the ee | 
types described in both Paragraphs. 8 and’ “> 
9, the appropriate accounting method should .#*'¥-< 
be used for each typeof leasing activity.* 7, 
Where a single lease has both financing and: % a3! 
operating characteristics t& some degree, , 
oy 


wm en IE eee! a 
898a i eee . t i eS ee 


, Defendants' Exhibit AG 


Opinion No. i—Accounting for Leases in F inancial Statements of Lessors 653. 


> 
bas*- >f wh ch of the two methods described 


no important uncertainties surrounding th 
ir = “cvarhs 5 and 6 will fairly reflect net amount of costs yet to be incurred 6 
‘jinx "nm rare cases, a Single lease may _ revenues yet to be earned under the lease 
re ai * use of both methads to reflect If any of these conditions is not met, manu 
fairly x 


s net income: a condition prece- facturing profit she 
dent \ * would be the ability initially to the Operating meth 
assign axugregate rentals to each of the 

financing and operating elements. 


mild be recognized, using 
od, only as realized in th: 
form of rental revenue over the term 6 


the lease. If manufacturing revenue is de 
termined at the time of entering into the 
; lease, the conditions described above having 
a 4 i been met, the financing method should be 
_ 1. When initial direct costs of negotiat- used and the amount of the manufacturing 
ing and closing leases are reasonably ex- revenue becomes the “cost of the leased 
Pected to he recovered from revenues, these Property” as that term is used in Paragraph 
costs should preferably be deferred and al- § When it is feasible to determine normal 
selling prices, then revenues, costs and trad- 
; ing profits of dealers and other middlemen 
re those costs which should be recognized in the same manner 
and under the same conditions described 

a , above for manufacturers, et rs 

of investigating the lessee’s financial status + Ki 


Initial direct costs 


Ps an 
The method of allocation to future periods Reporting in balance sheet Pt Late 5 
13. Amounts invested jn leasing activitie 


he financing or oper- which are significant in relation to oth 
ating methods, However, substantially the 


resources or activities should be Stated sep 
same net income would be reported under 


arately in a manner which best describes 
the financing method 


by expensing initial the nature. of the investment. The invest- 
costs as incurred and recognizing as revenue 


ment in leasing activities is neither a con 
in the same period, in addition to the normal ventional loan or receivable, nor in the same 
revenue, a portion of the unearned revenue category as facilitjes employed in typicak 
equal to the initial costs: this method is manufacturing of commercial operations 
also acceptable. When initial direct costs The classification ‘and description of t 
of a lessor are reasonably constant in rela- investment should be appropriate in’ th 
tion to revenues, na practical objection can circumstances and should: ‘depend upon, 
be raised to a practice of consistently ex- whether the financing or Operating method) 
Pensing these costs as incurreQ and recog- of accounting is used. tte tilt 
nizing revenue without compensating for 14. When the financing method is used? 
mitial costs. the aggregate rentals called for in the leasé* 
should be classified with or near receivablest 
and a description used along the lines of} 
12. When manufacturers use leases toas- “receivables under contracts for equipments 
sist in marketing products Or services, the rentals” or “contracts receivable for equip-'' 
Board believes that the guidelines described | ment rentals.” When a company | 13 pres 
in Paragraphs 7, 8 and 9 indicate whether dominantly engaged in leasing activities for, 
the financing or operating method is appro- which the financing method is spHropriate,:; 
priate. Manufacturing revenues (amounts information should be disclosed regarding 
which would have been obtained in a regu- future maturities of the rentals receivable: 
lar sale or the discounted amount of future Unearncd finance charges or intrest (as: 
rentals whichever is lower), costs and profit defined in Paragraph 5) included in the. 
should be determined at the time ofentering aeregate renials should be shown asa: 
into the lease and reported in the income deduction therefrom. ip estnated’ residual 
statement of the lessor on the same basis value should be classified separately with ™) 
as outright sales of similar manufactured Of near Property, plant and, equipments 
Property, provided all of these conditions unless the residual 
arc met: (a) credit risks are reasonably _amount expected to 
Predictable, (b) the lessor does not retain lessce (e.g, : 
sizable risks of ownership of the nature de- option exists), in which case, it should: be 
scribed in Paragraph 7 and ‘(c) there are classified with or near notes and accounts!\: 


a ir 


Leasing by manufacturers 


*See Paragraph 14 of Opinion No. 6 of the 
Accounting Principles Board. 
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receivable. Thus, the investment is repre- 
sented by the net rentals reccivable plus the 
residual value. Receivables wader financing 
leases are subject to the same considerations 
as to current or noncurrent classification, 
where such segregation is appropriate in 
the balance sheet, as are asscts vesulting 
from other activities? 


1S. When the operating method is used, 
the investment should be classified with or 
near property, plant and equipment and a 
description used along the lines of “invest- 
ment in leased property,” “property held 
for or under lease,” or “property (equip- 
ment, buildings, machines, etc.) leased to 
others”; accumulated allowances for depre- 
ciation and obsolescence should be shown 
as a deduction from the investment. 


Disclosure 


16. In addition to an appropriate descrip- 
tion in the balance sheet of the investment 
in property held for or under Icase (see 
Paragraphs 13-15), the principal accounting 
methods used in accounting for leasing 
activities should be disclosed. Further, 
where leasing is a substantial Portion of 
a nonfinancing institution's operations, the 
Board believes that financial statements 
should disclose sufficient information to 
enable readers to assess the significance of 
leasing activitics to the company. Leases 
and leased property are also subject to the 
conventional disclosure requirements affecting 
financial statements as, for example, dis- 
closure of pleilges of leased property and 
leases as security for ‘oans. 


Income taxes 


17.. When lease revenues or expenses are 
recognized for tax purpe--s in a period 
other than the one in which they are recog- 
nized for financial reporting, appropriate 


EFFECTIVE DATE 


20. Except as noted in Paragraph 19, 
this Opinion shall be effective for fiscal 
periods beginning after December 31, 1966. 


Opinions of the Accounting Principles Board 


consideration should be given to allocation 
of income taxes among accounting periods. 


Relationship to APB Opinion No. § 


18. The Board takes notice of a question 
that has been raised as to whether certain 
conclusions inercin are inconsistent with 
conclusions in Opinion No. 5, “Reporting 
of Leases in Financial Statements of Lessee” 
—specifically, the question is whether leases 
accounted for on the financing method by 
lessors should be capitalized by lessees. 
As indicated in Paragraphs 2 and 7, the 
Board considers the 
problem of lessors to be the allocation of 
revenue and expense to accounting periods 


covered by the lease in a manner that meets ~ 


the objective of fairly stating the lessor’s 
net income; the Board believes that this 
objective can be met by application of the 
financing method when the circumstances 
are as described in the Opinion. As to the 
lessee, however, capitalization of leases, 
other than those 
installment purchases of Property, may not ° 
be necessary in order to state net income 

fairly since the amount of the lease rentals 

may represent a proper charge to income. 


There continues to be a question as to * 


whether assets and the related obligations 
should be reflected in the balance sheet for 
leases other than those that are in sub- 
Stance installment purchases. 
will continue to give considera 
question. 


«< 
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Prior lease agreements 


principal accounting . 


The Board «;, 
tion to this: - 
toy Fr, 
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ae 


which are in substance’. 


‘7 


19. Unless otherwise stated, Opinions of «. - 


the Board are not intended to be retro- 
active. However, the Board believes that ; 


the conclusions as to disclosure in Para-. 


graphs 13-16 should apply to lease agree- 
ments made prior as well as subsequent to - 
the issuance of this Opinion. 


OF THIS OPINION | 


However, the Board 
application of the provisions of this 
ion where appropriate. 


=* 


—— eset 


The Opinion entitled “Accounting 
» for Leases in Financial Statements of 
Lessors” was advpted unanimously 


* See Chapter 3A of Accounting Research Rul- 
letin No. 43. 
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Opinion No. 7—Accounting for Leases in Financial Statements of Lessors 
NOTES ve be 


Opinions present the considered opinion of 


at lea: two-thirds of the members of the 


Accounting Principles Board, reached on a 
formal vote after examination of the subject 
matier. 

Except os indicated in the succeeding para- 
graph, the authority of the Opinions rests 
upon their general acceptability. While it is 
recognized that general rules may be subject 
fo exception, the burden of justifying depar- 
furcs from Board Opinions must be assumed 
by those who adopt other practices. 

Action of Council of the Institute (Special 
Bulletin, Disclosure of Departures From 
Opinions of Accounting Principles Board, 
October 1964) provides that: 


a “Generally accepted accounting princi- 


ples” are those principles which have immaterial items. yD basi f 
substantial ax thoritative Support. ; ; tale Ae ML 1 ’ 
RR re a a LC LAT 
Accounting Principles Board (1965-1966) +h ‘ 
wr i, Tg. ace ’ ; 
Currorp V. Hermaucites Smney Davivson ‘i *Joun Propies *: .* ee 
Chairman Pune” -Deruese.;° .°,,,; Joum, W. Qutenan” jug 
Marsnaie S. ArMstronc Watres .. Frese 4, Ina A. Scityey -: ‘40% 
Dowarp J. Bevis LeRoy Layton 344 %. Hasser -Tirrrr 4): 
Herman W. Devis Orat L. Luren .. * yg.t poh Warpert AJ Watkea . > 


Georcse R. Catietr 


W. A. Cricutry Rosewt J. Mompney .. .° . Roseat’ EW 
Louis H. Pewxey \  * i's See FS PA He 
fy Sith a an “tai Sit xs 


APB Accounting Principles 


Mavusgice Moowrrz . 
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b. Opinions of the Accounting Principles, 
Board constitute “substantial euthori 
tive support.” ' uA 

¢. “Substantial authoritative support” con 
exist for accounting’ principles that dift 
fer from Opinions of the Accounting 
Principles Board. i! i § 

The Council action also requires that depar> 
tures from Board Opinions be disclosed ix 
footnotes to the financial statements or ix 
independent auditor? reports when the, effect 
of the departure on the financial stalementy 
is material. sue Fl AS gies, 

_ ¢ eh os rast 4 

“Unless otherwise stated, Opinions pf "at 
Boord ore mot intended to de retroactiz 
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APB Opinion No. 27 * ead 
ACCOUNTING FOR LEASE TRANSACTIONS 


BY MANUFACTURER OR DEALER LESSORS 5 


Introduction 
Discussion 


Two-party Lease Transactions 
Leases equivalent to sales 


Operating leases ........ 


Participation by Third Parties 


Leases equivalent to sales. . 


Operating leases 


Leases equivalent to sales 


Operating leases _....... 


Effective Date 
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Transactions with Related Companies... ... 
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INTRODUCTION Fie yes 


1. The accounting for leases entered into 
with independent lessees by maWufacturers 
or dealers to assist in marketing their prod- 
ucts or services is generally covered by 
APB Opinion No. 7, Accounting for Leases 


DISCUSSION Py: 


2. Questions have arisen about the cir- 
cumstances under which it is appropriate 
to conclude that the manufacturer or dealer 
lessor has transferred the risks and rewards 
of ownership to the lessee thus allowing 
the lessor to record the lease transaction 
as if it were a sale of the leased property. 
In some cases, a sale has been recognized 
where a manufacturer or dealer lessor de- 
livered property. under a cancelable lease 
or under a noncancelable lease for only a 
portion of the economic life* of the prop- 
erty. Sometimes it was assumed that a 
cancelable lease would not be canceled or 
odbantinnichiinatentiaaaised Ateneanicabbe 


* The term economic life; as used in this Opin- 
jon, refers to the period during which the prop- 
erty Is generally expected to be used for the 
— for which it wus designed. Economic 
fe Is usually shorter than the physical Ufe of 


APB Accounting Principles 


in Financial Statements of Lessors. Howevet 4 
the interpretation and application in prac- ‘ 
tice of the Opinion have raised a number's, 
of questions since its issuance in May 1966, -,' 

My oh 


° + 
that a noncancelable lease fur a period 
Shorter than the economic life would be y 
sutsequently renewed. Determining these ;, 
probabilities has proven to be extremely “ 
difficult in many cases. Assumptions that _ 
the lessee would continue to lease the 
Property even though not legally obligated,» 
to do so sometimes were not realized inp 
Practice. Further, in some cases, a manu-'s 
facturer or dealer sold or assigned a lease, wa 
or property subject to a lease, to an inde~ ?:* 
pendent financing institution with certaig ” \* 
guarantees by the manufacturer or dealer, pe] 
raising questions as to the accounting for *: 
the property. Also, economic life can cover as ‘ 
period of use by more than one user and. is», 
therefore not dependent upon the operating - 
policies of any particular user. ra 
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the sale or assignment. Likewise, a manu- 
facturer or dealer sold property to an in- 
dependent financing institution which leased 
the property to others with certain guaran- 
tees by the manufacturer or dealer, creat- 
ing complications in accounting for the 
transaction. Additional problems arise if 
these transactions are with « slat d entity 
rather than with an independent Castity, 


3. The 3oard has concluded that more 
Specific criteria are necded to determine 
when a manufacturer or dealer lessor should 
reccgr’ze a lease transaction with an in- 
dependent Icssee as if it were a sale. This 
Opinion supersedes the last sentence of 


Opinions of the Accounting Principles Board 


AG 


’ ‘ ‘ 
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paragraph 8 and all of paragraph 12 of 
APB Opinion No. 7. Except as stated in 
the preceding sentence, this Opinion does 
not modify Al’B Opinion No, 7. Because 
of the highly specialized problems involved, 
this Opinion does not apply to lease agree- 
ments concerning real estate and natural 
resources such as oil, gas, timber, and 
mineral rights. It also does not apply to 
the accounting for lease financing transac- 
tions by independent financing * «citutions 
and independent leasing companies. The 
Opinion is, however, applicable to these 
Organizations if they are acting as dealers. 


Se a ey be ey ‘ 
sed ae Rae 2 ae vit 
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Two-party lease transactions investment tax credit retained by * 5° a 


4. Leases equivolent to sales. Some lease 
transactions with independent lessees are in 
substance equivalent to sales of the property 
with the sales price collectible over a period 
of time. A manufacturer or dealer lessor 
should account for a lease transaction with 
an independent lessce as a sale if at the 
time of entcring into the transaction (a) 
collectibility of the paymes te required from 
the lessee is reasonably assured, (b) no im- 
portant uncertainties, such as those de- 
scribed in paragraph 7, surround the amount 
of costs yct to be incurred? under the lease, 
and (c) any one of the following conditions 
is present: 


(i) The lease transfers title to the prop- 
erty to the lessee by the end its 
fixed, noncancelable term; or 


(ii) The lease gives the lessee the option 
to obtain title to the property with- 
out cost or at a nominal cost by 
the end of: the fixed, noncancelable 
term of the lease; or 

(iii) The leased Property, or like prop- 
erty, is available for sale, and the 
sum of (1) the present value* of 
the required rental payments* by 
the lessee under the lease during 
the fixed, noncancelable term of the 
lease (excluding any renewal or 
other option) and (2) any related 


* Maintenance, management or seTvice agrec~ 
ments, either separate from Or 0S @ part of the 
lease agreement, do not preclude revording the 
ease transaction as a sale if the ogreements 
Provide the manufa.. rer or dealer with a rea- 
sonable return on the services rendered under 
such agicements. If the revenucs from such 


; Payments, these revenues should not be cunsid- 


@s part of the sales price of the Propet ty. 
* See’ APB Opinion No. 21, Intercst on Rr- 


* Ceivables and Payabdics, paragraphs 13 and 14. 


Opinion No. 27 


the lessor (if realization of such 
credit is assured beyond any rea- | 
sonable doubt) is equal to or greater 
than the normal selling price or, in 
the absen. thereof, the fair value 
(either of which may be less than 
cost) of the leased Property or like 
Property;* or ‘ 


(iv) The fixed, noncaneclable term of 
the lease (excluding any renewal 
option) is substantialiy «qua! to the 
remaining economic lite" of*-the 
Property. (This test cannot be com- 
plied with (1) by estimating aa 
economic life substantially equal to 
the noncancclable term if this ig 
unrealistic or (2) if a. terial con- 
tingent residual interest is retained 
in the property.) ¥ 


ao" any 


5. A high credit risk frequently presents ‘ry 


measurement problems (a) in determining 
the interest rate that is commensurate with 
the risk and should be applied in comput- 
ing the present value of the rental payments 
or (b) in determining an adequate Provision 
for bad debts. When the credit risk is so 
high as to preclude reasonable assurance 
of collection the lease transaction should 

not be recorded as a sale. ° 5: ; 


6. When a lease transaction by a manu 


* Maintenance, management and service 
should be excluded from rental payments for . 


recognition of a sale 
has been earned and 


mist 


facturer or dealer lessor is recorded as a .. 
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sale, (a) revenue should be recognized in’ 
the period of the sale in an amount equal 
to the present valuc of the required rental 
payments" by the lessce under the lease 
during the fixed, noncancelable term (ex- 
cluding any renewal or other option) of 
the lease and (b) the cost of the property 
(not reduced by salvage or re.idual value) 
and the estimated related future costs* 
(other than interest) should be charged 
against income in that period.’ In some 
cases this may result in a loss on the 
transaction. 
7. Operating leases. Important uncertain- 
ties may still exist in some lease transac- 
tions that otherwise appear to meet the , 
tests for recognition as a sale (see para- 
graph 4). For example, the lease may ° 
contain commitments by the lessor to guar- 
antee performance in a manner more ex- 
tensive than the typical product warranty 


or to effectively protect the lessee { nm, 


obsolescence. The, difficulties of evaluating 
the future costs, both individually and col- 
Iectively, and thus the risks under such 
commitments may he so great’ that: the 
lease transaction should be accounted for 
by the operating method. 4 

8. A manufacturer or dealer lessor should 
account for a two-party lease transaction 
that docs not meet the criteria described 
in paragraph 4 for *reatment as a sale by 
use of the operatin» + «hod set forth in 
APB Opinion No. 7. 


9. An implicit loss exists and should be 
recognized by the manufacture? or dealer 
whenever the rental. payments expected to 
be received from independent lessecs over 
the remaining cconomic life” of the leased 
property together with its estimated resi- 
dual value are insufficient to cecover the 
unrecoyered costs pertaining to the prop- 
erty, estimated related future costs and 
any deferred costs relating to leases of 
the property. “ . 


Participation by third parties 


10. In some instances a manufacturer 
or dealer lessor sclils or assigns a lease, 
“r property subject to a lease, to independ- . 

t financing institutions and independent 


* Seo footnotes 2 and 4. 

*In paragraph 4 of APB Opinion N.. 21, 
Interest on Reccivadles and Payables, the Board 
Stated that it was “not takine a position as to 
the application of the present value measure- 
ment (valuation) technique to estimates of con 
tractual or other obligations assumed in con- 
nection with sales of property, goods, or serv- 
ice, for example, a warranty for product 
formance.” Inasmuch as the revenue 


lease transaction recorded as a sale is measured 
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294 


< Ui. Leeses equivalent to sales 


“ig the property, is not a sale in subs 
therefore, 
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fear'ng companies. 
tra sfacturer or dealer sells the property . 
to the financing institutions and at that 3 
lime a lease for the property is obtained 1 
for the benefit of the institutions.” In these 4 
cases, a third party is participating in a 
lease transaction involving a manufacturer ; 
or dealer and the lessee. The terms of the , 
underlying leases ard the risks and rewards 
retained by the manufacturers or dealers 
should determine the accounting for em.") 
transactions by the manufacturers or dealers. 
The sale ¥ 
or assignment by a manufacturer or dealer 
to an independent financing institution of |, 
a lease, or of property subject to a lease, + 
that meets, insofar as the lease transaction .\ 
is concerned, the conditions of poragraph rc 


‘ 4 does not negate the original determination 
that the lease transaction should be ac-’ 


counted for as a’ sale.’ Profit or loss, if 
‘guy, on the transaction with the f 

institution should be recognized at the time - 
of sale or assignment to the 


stitution eS a Te 
12. Operating Yeases. The sale to’an 
financing institution of. 


which is leased by or intended to be Ieased 
by the financing institution to an ind ‘ 
ent party, with the manufacturer or 
effectively retaining any risks of 


and, should not be accounted for 
as a sale. However, the sale to af 
pendent financing institution of suck prop- 
erty should be reflected as a sule & no 
important uncertainties such as th *- 
scribed in paragraph 7 exist and i 
all risks and rewards of ownership » ton 
property are transferred to the porchaserty 
or (b) all risks are transferred but 
of the rewards are retained by the maay 
facturer or dealer and the sum of the pres- 
ent value of the required payinents™ by 
the purchaser and any related investment ; 
tax credit retained by the dealer (see para- 
graph 4(c)(iii)) is equal to or greater than 
the normal selling price or, in the absence t 
therzof, the fair value .of. the propexsty " 
Whee a sale is recorded, all costs shark: 3 
by the present value of the required rental pays 
ments under the lease, the Boaré h-« concluded 
that estimates of future costs releted to the 
Saas ante eb Oe SERENE $e OS a ee 

* In determining ‘the amount of profit or toss’ * 
© be recognized on the trunsaction considers- 
be given to any related Investment 
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be charged against income in that period 
(sec paragraph 6). 

13. A manufacturer or dealer may by 
varios arrangements assure recovery of 
the investment by the third-party financing 
institution in some operating Icase trans- 
actions and thus retain substantial risks of 
ownership in the property. For example, 
in the case of default by the lessee or ter- 
mination of the Icase, the arrangemenis 
may involve a formal or informal commit- 
ment by the manufacturer or dealer (a) to 
acquire the lease or tiie property, (b) to 
substitute an existing lease, or (c) to secure 
a replacement lessee or a buyer for the 
Property under a. remarketing agreement. 
In these circumstances the manufacturer or 
dealer has not transferred all risks and 
should not reflect the transaction as a sale. 
However, a remarketing agreement by it- 
self should not disqualify accounting for the 
transaction as a sale if the manufacturer or 
dealer (a) will receive a reasonable fee, 
commensurate with the effort involved, at 
the time of securing a replacement lessee or 
buyer for the property and (b) is not re- 
quired to give any priority to the re-leasing 
or disposition of the property owned by the 
third party over similar property owned or 
produced by the manufacturer or dealer. 
(For example, for this purpose, a “best 
efforts” or a first-in, first-out, remarketing 
arrangement is considered to be a priority.) 


14. When the sale to an independent 
financing institution of property subject to 
an operating lease is not reflected as a sale, 
the transaction should Le accounted fo?¥as a 
loan and revenue should be recognized 
under the operating method. Likewise, the 
sale or assignment by a manufacturer or 
dealer of lease payments due under an 
operating Iease should continue to be ac- 
counted for under the operating method by 
the manufacturer or dealer and the pro- 
ceeds should be recorded as a loan. (Trans- 
actions of these types are in effect collateral- 
ized loans from the financing institution to 
the manufacturer or dealer.)" However, if 
all risks of ownership in the property are 
transferred but the transaction does not 
qualify as a sale because the sum of the 


* Also sce pararrapk 9 of this Opinion with 
regard to recognition of an implicit loss under 
an operating lease. 

® See fovinotes 2 and 4. 

“ Also sec paragraph 9 of this Opinion with 
Tegard to recognition of an implicit loss under 
an bpcratiny: lease. 

* For the purposes of this section (pararraphs 
35 and 16) of this Opinion a related compuny Is 
considered to be a subsidiary, corporate joint 
venture, partnership, unincorporated joint ven- 
ture or other invesice in which the manufac- 
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present value of the required payments” ‘ 
by the purchaser and any related invest- ry: 
ment tax credit retained by the dealer (sce 7 ' 
paragraph 4(c)(iii)) is less than the normal 

selling price of, in the absence thereof, the 
fair value of the property (see paragraph 
12), the proceeds should be classificd as 
deferred revenue and taken into income 
under the operating method.” 


OE 


Transactions with Related Companies 


15. Leases equivalent to sales. The sale or 
assignment by a manufacturer or dealer to 


“7 


a related company ™ of a lease, or property oe 
subject to a lease, that meets, insofar as the t 
lease transaction is concerned, the condi- ' 
tions of paragraph 4 does not negate the § 
original determination that the lease trans- f 
action should be accounted for as a sale. es | 


Profit or loss, if any, on the transaction 
with the related company should be recog- 
nized following the principles of ARB No. 
51, Consolidated Financial Statements,or APB °*. 
Opinion No. 18, The Equity Method of Ac~ om. * 
counting for Investments in Common. Stock,’ \» 
whichever is appropriate. Me tet be 
16. Operating leases. The sale to a related ey 
company of property (or an undivided in-‘ 
terest in the property) subject to an operat- | 
ing lease, or of property (or an undivided 
interest in the property) which is leased by ": 
or intended to be leased’ by the related 41° 
company to an independent party, is not a i ay 
sale in substance if the manufacturer‘or i(Ay/ 
dealer retains any risks of ownership in’ 
the property and, therefore, should not be '*" 
accounted for as a sale. Likewise, the sale 
Or assignment to a related company of . 
lease payments due under an operating lease 
should continue to be accounted for under 
the operating method by the manufacturer 
or dealer. Further, the lease of property to . © 
a related company should not be considered 
a sale by the manufacturer or dealer unlesé *;! 
the related company has leased the prop- *“- 
erty to an independent lessee in a trans- *.? Wy 
action that mevts the conditions of paragraph 
4 of this Opinion and the manufacturer or; . 
dealer retains no risks of ownership in the *., 
property. When a sale is recoreed by the’. 
manufacturer or dealer, all costs should be : 
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_ LS EE fs! 
turer or dealer has a financial interest. Finam '? 
cial interest refers to those situations In which *’!":) 
the manufacturer or dealer directly or indirectly ? a 
controls the related company or has the ability ;°. 

to exercise significant influence over operating . <a ‘iy 
and financial Be of the related company. . >” 

(See Opinion 18, paragraph 17.) Significant Vig ; 
influence may be exercised through guarantees i, ;, t 

of indebtedness, extension of credit and other‘ p! , 
special arrangements, or ownership of taacated . L 
debt obligations or other securities, : 
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charged against income in that period (see 
paragraph 6). Profit or loss, if any, on the 
transaction with the related company should 
be recognized following the principles of 
ARR No. 51 or APB Opinion No. 18, 
whichever is appropriate.” 


17. The sale by a manufacturer or dealer 
to an unrelated company of an undivided 
interest in property subject to an operating 
lease, or of an undivided intcrest in prop- 
erty which is leased by or intended to be 
leased by the unrelated company to an in- 


Z . oka 
EFFECTIVE DATE mee es ie, 


18. The provisions of this Opinion shall 
be effective for all lease transactions in- 
volving manufacturers or dealers with in- 
dependent lessees after December 31, 1972. 
However, the accounting for lease trans- 
actions that have previously been entered 
into in the fiscal yar in which December 
31, 1972 occurs may be adjusted to comply 
with the provisions of this Opinion. 


The Opinion entitled “Accounting for Lease 
Transactions by Manufacturer or Dealer 
Lessors” was adopted by the assenting votes 
of sixtcen members of the Board, of whom 
four, Messrs. Cummings, Ferst, Hamp- 
ton, and Watt, assented with qualification. 
Messrs. Halvorson and Hayes dissented. 


Messrs. Cummings and Ferst assent to 
the publication of this Opinion but dis- 
agree with the conclusions expressed in 
Paragraphs 16 and 17 because in their view 
the conclusions are inconsistentywith ac- 
cepted accounting principles generally ap- 
plicable to sales of interests in }-roperty and 
are in conflict with the principle set forth 
in paragraph 10, that the “risks and re- 
wards retained by the manufacturers or 
dealers should determine the accounting for 
such transactions.” They believe that if the 
portion of the risks and rewards transferred 
are commensurate with the proportionate 
interest in the property sold by the manu- 
facturer or dealer, the sale to a noncontrolled 
party of an interest in property, whether or 
not it is or may be subject to a lease, should 
be recognized together with the related 
profit with appropriate climination of profit 
in proportion to the seller's financial in- 
terest, if any, in the buyer. 


Mr. Hampton qualifies his assent because 
he disagrees with the conclusions of para- 
graph 17 because they conflict with gen- 
erally accepted principles of accounting for 

* Also ave paragruph 9 of this Opinion with 


regard to recognition of an implicit loss under 
an uperating icase. 
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dependent party, creates a situation similar” 
to a joint venture and therefore should not . 

he accounted for as a ‘sale unless the trans- ’ = 
action meets the conditions of paragraph 4 
of this Opinion and the manufacturer or 
dealer retains no risks of ownership in the’ , 
Property. When a sale of an undivided in- | 
terest is recorded by the manufacturer or ' 
dealer, all costs pertaining to that undivided... ‘ 
interest should be charged against income ‘ 
in that period (sce paragraph 6). fg 


em, Vay', 
sales of undivided interest in property gen-' .. 
erally. He belicves that the existence or" 
nonexistence of arrangements (and, a fortiori, * 
of “intent”) to lease property is wholly ir- *- 
relevant to the issue of recording revenue, * 
costs, and profit (or loss) in a consummated ° | 
sale of an undivided interest in that prop- 8 
erty to an unrelated buyer to whom ithe 
seller has no further obligations.: In’ his '* 
view, paragraph 17 is clearly inconsistent rat 
with the concept in paragraph 10 that “risks:) 
and rewards retained by the. manufacturers ih 
or dealers should determine the accounting '” ‘ 
for such transactions;” he agrees with that = 
concept and points out that, with re S 
to an undivided interest sold without any 
further obligations to the buyer, the zejie¢’s 
risks and rewards are precisely nil. a er = 
Mr, Watt assents to the issuance of thiss: 
Opinion because he belieyes that for the 
most part it clarifies APB Opinion No. 7, <4 
However, he believes that only leas¢s whose‘ ; 
fixed, noncancelable term is substantially-* 
equal to the remaining economic life of 
Property should be accounted for as a gale: 
Accordingly, he does not concur with thes" 
condition established in paragraph 4(c) (iii) 
which requires a lease to be accounted " 
as a sale when the discounted rental pay- i 
ments equal or exceed the normal selling “Ae 
price if the property is leased for only as ¢ 
portion of its remaining economic life (i.ey 4 
only a portion of the property rights have &. 
been transferred to the lessee). This pro- ' 
vision requires the recording ofa sale (and ; ‘4 
the omission from the balance sheet of a : 
valuable property right) when there is a' ] 
5, 
q 


. 
» t te: 
me e aa ER 


reasonable expectation of future additional .” 
revenue (a second “sale” or lease revenue)! a 
arising from the estimated remaining ecc ” 
nomic life of the property after the expira- 
tion of the lease. He believes that 2 “sale”? ix 
Should be reported only when the lease » 4 
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represents the disposition of substantially 
all of the economic value of the property. 


Mr. Hayes dissents to the issuance of this 
Opinion because he Lelieves thai it does not 
establish sound or logical accounting prin- 
ciples Roverning the sale of property sub- 
ject to an Operating Icase. He disagrees 
with the conclusion in paragraphs 12 and 
14 that any retention of risk of ownership 
in leased property sold by a manufacturer 
or dealer makes the sale a loan. He be- 
lieves that application of such a criterion 
would in many instances require lessors to 
report fictitious liabilities and cause the 
leased Property to appear as an asset in 
the balance sheets of both the buyer and the 
sciler. In his view, leased property should 
Ordinarily be shown as an asset of the 
entity possessing the preponderance of the 
rewards of ownership of the property. Risks 
retained by the seller should be recognized 
eit! =r by providing for costs to be incurred 
in the future or, if they are not subject to 
reasonable estimation, by deferring soine or 


ali of the profit. He disagrees with the 
NOTES 


Opinions of the Accounting Principles 
Boord present the conclusions of at least two- 
thirds of the members of the Board, which 
is the senior technical body of the Institute 
Outhorized to issue hronouncements on aec- 
tounting principles. 


Board Opinions are considercd appropriate 
in all ¢ircumstances covered but necd not be 
applied to immaterial items. 


Covering all possible conditions and pe 
stances in an Opinion of the Accounting Prin- 
ciples Board is usually impracticable. The 
substance of transactions and the principles, 
guides, rules, and criter: 1 described in Opin- 
fons should control the accounting for trans- 
actions not expressly covered. 


Unless otherwise stated, Opinions of the 
Board are not intended to be retroactive. 


Council of the Institute hes reselzed that 
Institute members should disclose depertures 
from Board Opinions in their reports as in- 


conclusion in paragraph 12 that in order for 
a sale (in form) of property Subject to an 
operating lease to be accounted for as a sale 
Where the seller retains seine rewards of 
ownership the seller must obtain the “normal! 
selling price.” In his view, a sale should be 
recognized as such even though the seller 
retains an interest in the Property and 
therefore transfers the Property at a price 
less than the price at which the entire in- 
terest in the property would be sold. He 
disagrees with the implication in paragraph 
13 that remarketing arrangements of the 
types known as “best efforts” or “first-in, 
first-out” assign to the leased property 
owned by a third-party financing institution 
a type’ of remarketing priority which as- 
sures recovery of the investinent by the fi- 
Nancing institution and that they cause the : 
sale by the manufacturer or dealer to bee 2 
come a liability to the financing institution, , 


Mr. Hayes also disagrees with the con- 


clusions of paragraph 17 for the reasons % 
expressed in the qualified assent of Mr. oe 
Hampton. Coheed 2 RIS 
ee a 

ay, 


dependent auditors when the effect of the 5. ;*' 
departures on the financial statements is ma- , t 
terial or sce to it that such departures are 
diclosed in notes to the financial statements : 4%. 
and, where practicable, should diselpse their... , 
effects om the financial Statements (Special ngs 
Bulletin, Disclosure of Departures From eo 3 
Opinions of the Accounting Principles Board, |, Lin 
October 1964). Members of ‘the \ Institute.” 
must assume the burden of justifying any such 
deporturcs. bors 


Accounting Principles Board (1972) 
Puiury L. Deruese Newsan T. HAtvorson 


Chairman Roserr Haspron, III ; 
Donatp J. Bevis Doxa» J. Hayes ast 
Abext J. Bows Cranes B. HELLeRson 
MILTON M. Broexer CHarixs T. Horxceen 
Leo E. Burcer Lovis M. Kessttx. ,}2\ 
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adios for Leases in Financial 
Statements of Lessors 


‘ACCOURTING INTERPRETATIONS OF APG ohne 
OPINION NO. 7) yrs oy." 


1. Accounting for Leases by Manu- 
facturor or Dealer Lessors 

Question—-APB Opinion No. 7 describes 
two methods of accounting for leases en- 
tered into by lessors: (1) the finuncing 
method, which essentially recognizes a lease 
as the equivalent of a loan or a sale, and 
(2) the operating method, which recognizes 
a lease as only a rental agseement. Al- 
though many leases can be clearly identified 
as being cither “financing” or “operating” 
leases, other leases are difficult to classify. 
In some cases, a manufacturer or dealer 
may sell or assign a lease to an independent 
financing institution with certain guar- 
antees, raising questions as to the ac- 
counting for the sale or assignment. 
Likewise, a manufacturer or dealer may 
sell property to an independent financing 
institution which leases the property with 
certain guarantees by the manufacturer or 
dealer, creating complications in account- 
ing for the transaction. Additional com- 
plications are created if these transactions 
are with an affiliated entity rather than 
with an independent entity. How should 
the various factors specified in the Opinion 
be evaluated by a manufacturer or dealer 
lessor in determining whether to apply the 
financing or operating method*to account 
for a lease transaction? 

Interpretation—The Accounting Principles 
Board is currently undertaking an overall 
review of lease accounting and has sched- 
uled public hearings on the broad subject. 
Any Opinion issued on the subject may 
supersede the existing pronouncements and 
this Accounting Interpretation. In the 
meantime, paragraphs 7-9 and 12 of APB 
Opinion No. 7 specify the factors which 
determine whether a leasing transaction 
should be accounted for by the financing 
method or by the operating method. Appli- 
cations of the Opinion have varied in the 
past because of different interpretations of 
those paragraplis and various practices have 
been generally accepted. This Accounting 
Interpretation is: being issued to clarify 
future application of APB Opinion No. 7 
until the Board issues a pronouncement 
on lease accounting. 
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- the selling price for an outright sale or the 


t 


iy 
Assessing Transfer of Risks eA ee 
and Rewards ow pert a 


A lease which transfers title to the 4 
‘property without cost or at nominal cost 
to the lessee by the end of its fixcd, non- 
cancellable term is clearly a financing lease 
if there are no important uncertainties 
surrounding credit risks and future costs. 
If a lease does not meet these requirc- 
ments, the other major aspects of the’: 
transfer of the risks and rewards of owners * 
ship must be assessed. va ki ae 


When there are no significant uncerta i 
ties as discussed in this Accounting I cer- . 
pretation, the lessor should account for the~ 
lease under the financing method ‘if the * 
present value (excluding any residual pr 
salvage value) of' the required paymenta® 
under the lease (excluding. any renewal of 
purchase option) during the, fixed, non-; 
cancellable term is equal to or greater tli 


fair value (either of which may: be. Je 
than cost) of the property. : re Saad 


When there are no significant\’ gucety. 
tainties as discussed ‘in this” a seasoned 
Interpretation and the selling price pr'jthe 
fair value of the property cannot be patis 
factorily determined, the financing meth 
should be followed if the, fixed, nofi-cany. 
cellable term of the lease. (excluding ‘any 
renewal option) is substantially equal to the; 
estimated useful life of the property. ’ This; 
test cannot be met (a) by ‘estimating srt 
useful life substantially equal to the’ etd 


cancellable term if this is unrealistic 
(b) if a material ‘contingent residual in> 
terest is retained in’ the property. °, “it, ft 


A financing lease must have ; both’ 
reasonably predictable credit risks and sean} 
sonably predictable future costs (see para-.; 
graphs 8 and 12). A high credit risk. per. s¢ § 
does not preclude use’ of the crip 
method. Rather, a high credit risk 
sents measurement problems and. cme 
indicate that a higher than usual interest’ 
rate should be applied in determining ‘the ; 
present value of the lease payments and: x 
that a larger than usual ar ee for, ae 
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debts would be required in determining 
income. 


When a leasing transaction is accounted 
for by the financing method and a sale is 
recorded, the cost of the property (not re- 
duced by salvage or residual value) and 
the estimated future costs should be charged 
against income in the period of the sale. 
In some cases, this will result in a loss on 
the sale. 


Uncertainties Flay Preciude 
Evaluation 


Significant uncertainties may still exist in 
= some lease transactions that appear to meet 
the conditions of a financing lease. For 
examp's, "the lease niay contain ‘comnzit- 
ments by the lesscr to guarantee perform- 
ance in a manner more extensive than the 
typical product warranty, to effectively pro- 
tect the lessee from obsolescence by re- 
modeling the property, etc. The difficulties 
of evaluating the future costs, both indi- 
vidually and collectively, and thus the 
maximum potential risks under such com- 
mitments may be so great that the transac- 
tion should be accounted for by the oper- 
ating method. 


Participation by Third Parties 


Some manufacturer or dealer lessors sell 
or assign leases to independent financing in- 
stitutions (including leasing companies). 
Alternatively, a manufacturer or dealer may 
sell property to such financing institutions 
at the time of securing a lessee for the 
property for the benefit of the instgution. 
In either case, a third party is participating 
in a leasing transaction inyolving a manu- 
facturer or dealer and the lessee. In these 
cases, the terms of the underlying lease 
and the risks and rewards of ownership 
retained by the manufacturer or dealer de- 
termine the accounting for the transaction. 


The sale or assignment of an operating 
lease by a manufacturer or dealer should 
continue to be accounted for as an oper- 
ating lease and the proceeds should be re- 
flected as a loan. Likewise, the sale to a 
financing institution of property subject to 
an operating lease, with the manufacturer 
or dealer effectively. retaining the risks of 
ownership, is not a sale in substance and, 
therefore, should not be refiected as a sale. 
Instead, the transaction should be reflected 
as a loan and income should be recognized 
under the operating method. (Transactions 
of these types are in effect collateralized 

/ loans from the financing institution to the 
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manufacturer or dealer.) However, the sale 
of property subject to an operating lease 
should be reficcted as a sale if all risks and ¥ 
rewards of ownership are transferred to the 
purchaser. : : . ‘ : 
Significant uncertainties of the type de- °‘. 
scribed in the preceding section may exist - - 
in some third-party participation leases that 
otherwise appear to meet the conditions of 
a financing lease. In these lease transac- 
tions, a manufacturer or dealer may by; 
various means guarantee recovery of the 
investment by the financing institution and 
retain substantial ri:ks of ownership, there- 
by protecting the financing institution from 
such risks. The guarantee may invoive a.'. 
formal or informal. commitment by the ” 
manufacturer or dealer (1) to acquire the. ° .., 
lease or the property in the case of default !" ~ 
or termination of the lease by the lessec; , 3. 
(2) to substitute an existing lease; or (3) to +: .’ 
secure a replacement lessee or a buyer for '° ~- 
the property. (This last. commitment is | '* 
often described as being on a “best efforts”: ” 
basis but may he: effected ona priority ; Tk 
basis over other similar property owned by 3°.) | 
the manufacturer or dealer.) =; Beh [3 


A manufacturer or dealer may thus’ te i . 
tain substantial risks of ownership ‘in a rT ie 
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third-party participation leasing transaction *., 
as a result of commitmen:s that effectively { : 
guarantee recovery of the investment to a‘ 
financing institution which purchases prop- 4: 
erty. In these circumstances the ‘transac-"* °°. 
tion does not meet the conditions of a -/,"! 
financing lease and the manufacturer or ‘” 
dealer is precluded from recording it as a.,2 407 
sale. Rather, the transaction should be {.;' 
recorded as a loan from the financing in-', (-<% 
stitution with income from the transaction. |. 
recognized under the operating method,' 
However, the sale or assignment, with or) * 
without recourse, by a manufacturer or . ¢ 
dealer of a lease that has. been determined. 
to be a financing lease dees not negate the . 9 
original determination that the lease should .- 
be accounted for as a sale. _. RR NS 
. ; Or mgs’ Stee 4 af 
Transactions with Affillates |.) i Nie tate 
Some manufacturers or dealers have ‘own-:."”,- E 
ership interests in investee companies (see’* - 
APB Opinion No. 18), partnerships, or.un; ;° = ~-# 
incorporated joint ventures to whom they'::! ges 
sell or assign leases or sell property which Pak ae 
is leased to independent lessees, The gon ji” 
siderations discussed in this Accounting In-._* ,#/ 
terpretation also apriy to these transactions, : “ee 
In addition, elimination of intercompany .)); « 
profits and losses may be required... v= 
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4 UNITED STATES DISTRICT COURT DISRer 
SOUTHERN DISTRICT OF NEW YOrr yo“. Ce. 
FlED an 
a a a a ee ae x may ZR 1074 
. 3 S bh vf fU} 
b PIERRE J. LeLANDAIS & CO., INC., STIPULATION 
. et al, : CORRECTING 
STENOGRAPHER'S 
P.aintiffs, : MINUTES AVD cA. De A 
-against- : 72 Civ. 2278 CZs Jr. 
> MDS-ATRON, INC., et al, : 


Defendants. ry 


Berar oe, oS a oe a a eS Ret Tt aD x 
: 
= = If IS HEREBY STIPULATED AND AGREED by and 
+ n between the attorneys for the respective parties herein 
Ss > that the Stenographer's Minutes in the above action are 
i) = * amended so as to correct the following errors containcd 
therein: ; 
1. Page 287, Lines .. and 15 - the word a 
pi "discussion" is corrected to read "decision". 
2. Page 351, Line 12 - the number "23" is 
 gorrected to read “we". 
3. Page 436, Line 9 - is corrected to read 
A “Pefendants' Cxhibit AE received in | 
evidence”. 
Dated: New York, New York 
April 3, 1974 
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PIERRE J. LeLANDAIS & CO., iNC., 
PIERRE J. LehANDAIS, RESEARCH & 
SCIENCE INVESTORS, INC., INWERCON- 
TINENTAL TECHNOLOGY & NATIONAL : 
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72 Civ. 2278-CLB 
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) f. RESOURCES, CORONET FUND, and 
y*.. CREATIVE: CAPITAL FUND, ra ‘ ; 
eta. Si. ‘ 
; : ents Z 
. Plaintiffs, : ede es 
tf r -against- : 
pe FINDINGS, AND_CONCTUS CONS, | 
f. 3 'MDS-ATRON, INC., MOUAWK DATA 
iy,» ). SCIENCES CORP., JOSEDI1 S. S'TOUTEN- ‘ 
f-"° *) .BURGH and RICHARD L. KARPEN,° : 
gs et Defendants. : 
te te ee ee tee ee ak 
ee u ; 
pe ‘“. Brican., J. 
a Ti ‘ bere 
; te : | 
t : ; ’ his action was initiated May 25, 1972 and tried before i 
: i 
“tome .without a jury commencing on February 11, 1974.0 Whe post triad, “jf 
HS as ; ; 4 
foe : ? ' 
-i¢-" briefs and memoranda of the parties have been considercd. J 
By their amended complaint filed June 1, 1973, plaintifi’s ; 
* ‘ : I 
“. assert numerous and variously stated claims against some or all of 
“* the defendants. The Court has subject matter jurisdiction of those . 
eee, oe :° EROS et is Peg Cee hee 
claims pleaded under the federal’ sccurities laws, aad pendent juris- ' 
\Y ; ; 
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Giction of common! 1a fe} aims pleaded, as woll as personal jurisdiction ? 
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over all of the parties except for defendant Joseph S. Stouten- 


burgh, upon whom personal service of the summons and complaint 


was never effected.2/ 


Plaintiffs seek to recover damages by reason of claimed 
breach of §§l4a and 10b of the Securities Exchange Act of 1934; 
Rules 14a-9 and 10b-5, jarising out of the corporate alas herein- 
_after described. While eight (8) sopeiiite counts or causes of. 


action are pleaded, it is unnecessary to summarize or List them. 


A detailed pre-trial order was filed January’3, 1974. 
The stipulations and concessions of fact contained therein are 


incorporated herein by reference without specific restatement. 
The Parties. 


Plaintiffs are purchasers or successor: in interast of 
purchasers of common stock of Atron Corporation ("Atron"), ine 
in Minnesota on November 27, 1968 : Pipers J. LeLandais & CO,, Inec.j 
for purposes of this litigation, may be treated as the alter ¢jo of 
Pierre J. LeLandais, whose Abel stock it acquired as beneficial 


owner. See Pre -Trial eet. 110; Intercontinental TeeMisouy 


National Resources, S.A. (hereinafter “ITNR"), a Lae ary corpora- 


tion, became on or about November*18, 1969, the beneficial owner of 
+ “g.* LY ou 
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tron stock, originally purchased by plaintiff Research and 


Science Investors, Inc. ("RSI"). 


RSI is a Maryland corporation which refers to itself 


as a venture capital fund. ITNR is an investment fund. Plaintiff 
Coronet Fund ("Coronet") is a partnership. in which Rudi E. Ludt * j 


is general partner. It is a venture capital fund. Ludt is by 


occupation a professional money manager. Creative Capital ‘Fund 


("Creative") is likewise a partnership operated as a venture capital 


find in which Erwin LePow is general partner. LePow's prior, profes > a 


tional experience is that of senior vice-president ‘of a company linte !*°; 


On the American Stock Exchange. Mr.,.LeLandais'. professional experi +. 5 


ence has been that of an investment banker and stock broker: ‘ . 


moe 
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Plaintiffs may be classified as experienced and: kno.!édgeilie * 


? 


investors of the sort to whom the relatively meaningless description 


“sophisticated" is so often applied. Indeed, defendants claim, with 4... 


P ‘ ti; 
some justification, that their adversaries are “super-sophisticated. "/') 
wt a ee 
Bee 


Defendant Mohawk Data Sciences Corp. ("Mohawk") is a : 


publicly owned New York corporation whose conunon stock is and was é, 
a ¢ 6 . bd . . “ e : a eee a? be 1 Sal SS 
at all relevant~times registered and publicly traded on the’ New'™ 

g 
York Stock Exchange. It is and was engaged in the. design; development; / 


- Ae 


manufacture and sale, or disposition by rental arrangements having 
of | 

many characteristics of a sale,/felectronic data processing equip- 

ment to be used by the ultimate computer customer. Defendant 

Richard L. Karpen was from Jal.aary lst to April 30, 1971 an 

officer and director of Mohawk, and a director of Atron. Defendant 


Joseph S. Stoutenburgh was President and a Director of Atron fron 


its inception until April 30, 1971. Thereafter, untii the date of 


trial, he was employed by a wholly owned subsidiary of Mohawh. 


MDS~Atron, Inc. is a Delaware corporation wholly omed 
by Mohawk. It was formed asa corporate vehicle to effect a 
statutory merger of Atron whereby shareholders of-Atron would 
acquir? common stock of Mohawk. and Mohawk through its sola «. 
ship Of MDS-Atron stock would become in effect the owner of {!)~ 
business and assets of Atron. Atron merged with MDS-Atron, In@<., 


and in practical effect merged with Mohawk ‘on April 30,1972. 


Factual Background. 


A group of persons having special talents in the electroitic 
data processing field, most of whom had previously been enploy.« | 
“' Sperry-Rand, and partidipated thereby ‘in*the* carly development Oo! 


“Univac", formed Atron in 1968 for the purpose of designing,. 
) 
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developing and manufacturing computer equipment or components 


to be sold to original equipment manufacturers. At all relevant 


times, Mohawk was Atron's principal customer, to the extent of 


approximately 90% of sales, and in addition, Mohawk was a 


} 
L 


supplier of periphe:al devices such as line printers and card- 


* 
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readers to Atron for inclusion as components Of Atron's systems. 


In carly 1971, Mohawk owned 195,000 shares of Atron 


r 
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common stock, and the Mohawk Pension Trust owned 16,000 shares, 
' 
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making a total of 211,000 shares out of 1,090,110 shares outstandina. 
Mohawk acquired some of its shares as Original issue. and purchase 
the balance in January, 1969. All Mohawk's shares o/ Atron were 


purchosed without recistration under the Securities Act of $9353. ‘ 


All were subject to transfer restrictions, pursuant to a so-called 


ne a eer tn ee 


investnont letter, or otherwise, which prevented sale there” by 


—_ 


Mohawk without registration. 


Mohawk, after January, 1971, had the con. .ct right}to 
& terminate its purchases of Atron's principal product, and manufact 


the product itself. Atron, in brief, was a Single customer compar 
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faced with the, 
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realistic possibility of losing that customer. It |. ' 
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® was Operating at a substantial loss ($1,298,945.00 for its fisenl 
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year ending September 30, 1970, and continuing during the months 
immediately prior to April 30, 1971), but it possessed $3,000,090.09 


in uninvested cash or cash equivalent. 


Most, if not all, of plaintiffs, had acquired their 
shares directly or indirectly as a result of the efforts of 
LeLandais, or securities firms with which he had been associated. 
in December, 1968, Mchawk, together with other principals of Atron, 
purchased its first stock issue. In the course of these sales /to 
so-called "founders", SCI Capital, Inc., a wholly owned subsidiary 


of LeLandais' then employer Stralem & Co., investment bankers, 


4’ Later, of this stock, 1,668 shares were 


bought 3,750 shares. 
issued to LeLandais. Each of these shares were restricted as to 
transfer, and bore the customary legend on the certificates to that 
effect. In January, 1969, Mohawk purchased 187,500 additional 
shares. A private placement was effected that same month, in part 
through the efforts of LecLandais, and it was at that time that 
plaintiffs Coronet, Creative, LeLandais & Co. and RSI also acquired : 


various holdings of Atron shares, all as detailed in the pre-trial 
1 


Order. 


. « * . » 
ale 20% so _ ; “* $4 


; : ut See : 4 Se ee a aor’ Le Ts Oo Fett 
ou A second private placement took place in ‘September,' 1969, 


effected by Hamershlag, Borg & Co., an investment banking firm which 


s 


‘ 


then included Lel.andais among its members. In January, 1970 
Ladenburg Thalman & Co. sold 300,000 shares to the public pursuant 
to a registration statement. These shares were sold in units of 


one warrant and two shares. 


All shareholders of Atron, except those who purchased 


through the Ladenburg offering, had purchased unregistered shares 


pursuant to so-called investment letters, given according to the oin® 
ae 
ae | 
custom and practice in the financial community. The Court finds we 
Hf 
that the purchaser plaintiffs had actual knowledge of the terms aa. 
4 
=ad conditions of their respective subscription agreements and + 
# 8 

. ; ; peat “> 

the letters given in usual form, representing, their investment “ 
intent. These plaintiffs specifically agreed with Atron that the ae 
we 

sharcs to be received by them were to be restricted as to trans- $* 
> ate eens ; 4 
ferability and that the certificates representing these shares ‘ 
would carry a restrictive legend. Each purchaser represented that { 
he or it was purchasing the Atron shares for investment purposes bats 
only, and not with a view to distribution, and agreed that the. rae 
at | 
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shares would not be sold unless registered with the Securities, end We 


Exchange Commission, or following receipt of an opinion from a 
“4 
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Rach of these plaintiffs, sophisticated and experienced 
investors, had participated in similar purchases of investment 
letter stock in the past, and knew the nature, extent and legal 
effect ot their express representations and agreements with Atron 
placing limitations upon resale of the Atron private placement 
3 
shares they pur zased.2/ 
1 
4 ‘ Pp , ‘ce Be 
de must exclude plaintiff ITNR from any of the foregoing er 
generalizations. The shares which ITNR claims to Own were purchased 4} 
4m 
in a block of 5,000 in connection with the September, 1969 private oy 
Eye 
nme oe ae 
placement through HNamershlag, Borg & Co. These certificates were §, «},| 
. ; 4 
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originally issued to plaintiff RST as investment letter shares, 
and RSI executed t’' 2 subscription agreement, which inclnded repre- 


sentations of an intent to hold as an investment. These shares wh de 


All that ITNR acquired * i 


were "sold" to ITNR on November 18, 1969. } 
of tuee 

at that time, or held at any relevart time, was equitable ownership. 2 
G t: 

t * t 

Mo letter of investment intent was given by ITNR to Atron or, to RSI b/g 


“ 


On December 9, 1969, at the request of RSI, record ownership of - ee 


this stock was placed in the name of Boyd & Co., a nominee of the”. 


Payment to Atron was made by” 


Trust Company in New York. 
. ans 23 
“ |, 


Schroder 


RSI “At the time of issue Of ‘the’ sharés) ‘when Trnr Had no funds. 
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On or shortly Loy September 17, 1969, Stoutenhuarah, 


+ president of Atron, reczived a letter (Exhibit 32) from 


rhe altorney for ST who advised that his client: 


"expects that it will transfer these shares 

te a new foreign investment company to which 

: RST oxpects to act as Investment Counselor. 

' bo ounderstand that. John French has discussed 

this matter vou, and I have discussed 

) it with Davic Finkelman of Stroock & Stroock 
& Lavan. The transferee would take the shares, 

é of course, subject to the rights and obliga- 
tions of an Investor as stated in the Stock 
Purchase Agreement. Will you please have an 
officer of Atron execute the duplicate of 
this letter enclosed herewith to indicate 

* that Atron agrees to this arrangement. 


The name of the feveigqn investment company 
is Intercontinental VYechnology & Natural 
Resources S.A. Its custodian in the United 
Stat-s is Schroder Trust Company, which 
iJ usually requests that securities carried by 
jt be registered in the name of its nominee, 


Boyd & Co. 


Stoutenburgh, acting for Atron, endorsed a carbon copy 

ie of the above letter “receipt acknowledged". The Court interprets 
this acknowledgement of receipt to indicate agreement or acquies- 

& cence in the transaction by Atron, but finds no particular legal 


significanee therein. 


7 eens 2 % ‘ . * Dip ogre Th ygr et Nh: pier tee 9°} noise ary a 
- # . . * »? 
On December 9, 1969 Boyd & Co., as nominee of Schroder. 


Trust Company, did become the holder of record of ITNR's shares. 
respect to proxy solicitation material a corporation is 
entitled to deal in all respects with its shareholders of record. 

See Vol. lI, Loss, Securities Regulation, p.876, and Vol. 5, 

S53... Lf" further 
authority be required for this simple proposition, see 17 CFR 
240.14a-3(12)d, which became effective December 20, 1974. 
Adoption of this regulation by the Commission is some evidence 


4/ 


that no such practice was required in 1971. 


In 1971, a corporation such as Atron was not required 


to concern itself with whether nominees acting for offshore equitable 


owners of stock discharged their duties adequately, or communicated 
properly or sufficiently with their principals. When the owner: of. 
stock clected not to hecome the holder of record, but to piace legal 


we 


title in a nominee or custodian, or, as here, the nominee of a 


custodian, he accepted the risks consequent thereon. As:will be 


seen below, ITNR at a critical point, “failed to get the word" 


from Atron or Mohawk, and was damaged as a result. 


Sime cake 5S 


Beer ee Ce 


be ae 


’ 
'% 


ui 
nt 


n 


oe 
-_ 


‘ 


ge 


920a ; 3 


Bit, we are ahead of our story. We turn back to 


January 29; TSF. when, at. MoOhawk's: invitation, Atron management 


moet with officers of Mohawk, and agreed, subject to the approval 


Atron's shareholders, that a merger would be proposed. 


The Court finds nothing inappropriate ahout this 
suggestion, or its timing, or the way in which it was presented. 
There were good business reasons for the merger, both from the 
point of view of Mohawk and from Atron's position. Mohawk had 
the oppertunity ae a result of the merger to turn its restricted 
shares in Atron, a corporation undergoing a substantial monthly 


operating loss, into assets which had a net book value of approx- 


imately $4,300,000.00, of which $3,000,000.00 consisted of cash 
i 


a) ’ 


vi, together with its pension trust, owned 


equivalents. Moha 


approximately 19,6 of Atron. 


Generally accepted principles of corporate democracy, 


which need not be amplified here, permit the shareholders to ey 


propose aud vote upon a merger transaction, and grant to dissident 


minoritacs the right of appraisal. ° The Court finds ‘no significante: * 
% 


in the facts, taken separately or together, that the subject of a, 
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merger was tendered to Atron by surprise, two days following 
Atron's annual meeting of shareholders which had been attended 

by Mohawk; that the subject was raised with no prior notice; 

that the Atron officers agreed forthwith, and sect the exchange 
ratio of one share of Mohawk for four shares of Atron, that 
Ladenburg Thalman & Co.,' then considering itself Atron's invest- 
ment banker, objected strenuously to the merger at first; that 
the final terms were agreed upon in the first and only discussion; 
and that neither Atron nor Mohawk made any independent study or 
appraisal of the proposed merger; or that Atscon made no att wpt 


+ 


to seek out other more favorable merger partners. 


a. 

As previously noted, there were aood business reason’; f 

for the merger. The parties had a right to merge. Even if ii: be . 
concluded that the management of Atron acted hastily, this, under 


the entire circumstances of the case, was not inappropriate, «ud 
as noted, those who are aggrieved may vote against the proposed 
merger and exercise the appraisal rights granted to them by the : 
statutes Of Minnesota and most states, to receive the value of 
their shares in cash. 
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The agreement in principle to merge was made public 
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immediately on January 29, 1971, by means of a press release. 

The record date for determination of Atron shareholders entitled 

to vote was fixed at Mareh 26, #972. The proxy solicitation 

material was mailed on April 16, 1971, for the meeting to be 

held at Bloomington, Minnesota on April 30, 1971. 

At the time the exchange ratio was fixed, Mohawk was 
selling at slightly more than four times the price of Atron. The 
relative market prices of the two stocks was the principal 
factor relied upon by the directors of Atron and Mohawk in Ae 


fixing the exchange ratio. Their decision was not unreasonable. 
Atron faced difficulties, including an operating loss, and the 
possibility that its sole customer, Mohawk, might, as it was 
permitted to do, seck a different resource, or manufacture the 
components itself. The market value of the Mohawk stock to be 
received was twice Atron's book value, two-thirds of which con- ‘ 


Sisted of cash. 


The Ladenhburg firm expressed u.nitial dissatisfaction 


with the exchange ratio of four shares of Atron for one Of Mohawk. 


At a inneating held March 18, 1971, Mohawk's executive vice-president, *, 
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Rifenburgh, convinced Ladenburg that the merger was prudent, and % 4 
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indeed necessary. Ladenburg indicated then that it would 

support. the merger and urye its clients to do likewise. Following 
that dute, Stoutenburgh expected to receive the favorablea votes 

of those shares owned beneficially or of record by Ladenburg, and 
also the votes of any public shareholders who would rely upon or 


the Opinion of Ladenburg. 


On February 5, 1971, LeLandais, then affiliated with 
Merkin & Company, a stock brokerage house, mailed a letter and 
rescarch report (Exhibit 27) to a number of Atron shareholders 
with whom he or his former firms had prior business relationships. 
The letter treats the projected merger as a fait accompli. The 
report neither fave~ed nor opnosed the merger, but expressed a, 
view that Mohawk's future prospects did not justify its present 
high price earnings multiple, and that holders of Atron shares 
should consider the advisability of making sales, prior to the 


merger and exchange. 
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On February 17, 1971, Stoutenburgh, President of Atron, 


visited LeLandais at Merkin's office. Although LeLandais and 


Pa. 


Stoutenburyh did not at that time enjoy cordial relations, Stouten- 
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burgh, in order to obtain a favorable vote, desired to explain 


OA a a re BEE a 


RS Aas aa 


? 


6 
’ 
\e: 
ae: 
i} 
a! 
b 

{ 


924a 


proposed merger was advantageous. What took place at 
this meeling is discussed below in connection with the claim of 


eption concerning "free stock" (infra, p.28). 


On February 26, 1971, Stoutenburgh, continuing hi. . 


missionary efforts, met with an officer of Morgan Guaranty Trust 


Conpany, which owned 40,000 Atron private placement shares, | ‘3s 
ri 

purchased in September 1969. After Stoutenburgh's explanation, ; 
aint 

Morgan advised that it would support the merger, and votea-40,000. ig 
shares in favor. . i weet cn 
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Seven Hundred four sharcholders of record were entitled, 


to vote 1,090,110 shares of Atron common stock,’ and under 


Minnesota law, the affirmative vote of two-thirds of the,outstand~ ast 


ing shares (726,740) was required to approve the merger. .3AS. Sp. so) 


eq 


previously noted, Mohawk, and the officers, directors and employee 
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founders of Atron and Halsey, held approximately 455,250 shares - ” "4 
The proxy solicitation was mailed on April 16, 1971, and within 
tide a 


ten days, Atron's transfer agent reported that it had received , 5 


proxies voting 770,649 shares in favor of the merger, and only, 


2,740 shares against. There was then no pushes organized | spenstiimatl 
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to the merger, and all persons including Labondake: Ladenburg and, ah 58.) 
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Morgan, who had or controlled substantial positions, had 


supported the merger. 


The "Free Stock" Deception. 


Plaintiffs seek to recovay On .two separate theories, 


tin Firet of which is the so-called “free stock deception" 


theory. Briefly stated, plaintiffs claim that they were deceived 


by the written proxy solicitation materials (Exhibit 18), and 


also by oral representations made on behalf of defendants to 


plaintiffs either directly or through their group leader, LeLandais, 


into believing they would receive unrestricted Mohawk stock on the 


merger. 


At the time of public announcement of the proposed 


merger, and thereafter, approximately 71% of the outstanding 


shares Of Atron stock were restricted by investment letter. Nothing 


‘was said by Atron or Mohawk in the press release announcing the 


proposed merger about the effect, if any, of the merger on these 


investment letter restrictions. The proxy statement, dated April 


16, 1971, was received by all plaintiffs except ITNR, within a few 


dave after its date and read. 


part on a contention that the proxy 


Plaintiffs, found their argument in, -_ 
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statement “implicitly --- stated 
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that all holders of Atron stock would receive freely transferable 


Mohawk stock" (Plaintiffs' Post Trial Memo.andum, p.8, emphasis ' 


added). There is no substance whatever in this argument. The 
provisions of the proxy statement, upon which reliance is placed, 
are found on pages 5 and 9 of the proxy statement. On page 5 it 


is stated that: 


"Certificates for Atron common shares should 


be exchanged for Mohawk certificates prior aed 
to sale or disposition since Atron certificates ‘ hs 
will not constitute good delivery of Mohawk ' : Pei Seek 
common stock on the New York Stock Exchange." *“:0%4 | y., wo 
ait 

Plaintiffs claim that they inferred from this indisputably, ee 
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correct and relatively standard boiler plate language, PRR Ms 
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was informing them that the *ransfer agent will exchange Atron oF is 
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certificates for Mohawk certificates which will he in form gatis- a agin 
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factory for delivery in transactions with member firms, that fs CR? 
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to say, unrestricted and without any legend. There is no basis 
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for drawing this conclusion. Atron did have considerable: ‘unrestricted 


‘ Vi, Sef 
stock outstanding. The restrictions and representations are eS + 
if 


in the investment letters are self- -executing, wholly without peaaed: 


to whether the certificates bear a restrictive legend. The restric-., 


‘tive agreements. or invest:nent letters. were clear,,and their Ds es 
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traditional meaning well known to plaintiffs. The Atron stock had 
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¢ been held ny plaintiffs for relatively short periods. Plaintiffs 
& each had substantial experience in dealing with restricted stock 
purchased from other issuers. It was generally known in 1971 by 
such investors that a werger was foreseeable when the state of 
mind represented to exist in their investment letters came into 
; being, and that the mere occurrence of a subsequent merger is 
i 
‘ not one of the accepted changes of circumstances upon which _ a 
F oo “we ~ 
i counsel may found an opinion relieving parties to an investment tS 
’ pam 
ss 
! letter therefrom a~* approving sale without registration. If a 
Fy 
b: plaintiffs drew the contrary inference subjectively, which they a 
’ 
say they sid froin the provisions on page 5, that inference was zig 
é we ? 
. unwarranted and unreasonable, and is no basis upon which to hold rae 
P: Atron or Mohawk liable for misleading proxy information released 
; in violation of Rule 14a-9 or otherwise. oR 
’ a 
‘ <5 4 
d. Plaintiffs also rely on those provisions of the proxy, ° sf 
‘ : ee 
dj 
statement devoted to dissenters’ rights under. the statutes of 4 
| Minnesota regulating the internal affairs of corporations, At call = 
~ epee 
' ‘ at 4 
page 9 of the proxy statement, Atron shareholders are informed $ 
ee 4 
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that dissenters may obtain "the fair cash value" of their shares. eg 
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appraising dissenters’ stock, 


& 
928a 
stock in this paragraph, and plaintifis assert that because 
the information conceining dissenters' rights “does not state 
that fair cash value would be reduced as a result of any transfer 
te 
restrictions," the reasonable reader is entitled to infer that in _~ +” 
ge 
all would be considered unrestricted... / 


to 
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This latter proposition appears valid. We are cited to no, pror bin Mee 


vision of Minnesota law which would permit or require that, stock, "ie 4's 
. 32 me . : 
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of a dissenter, restricted as to transferability, would be valued re 
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less than unrestricted stock. In a proceeding to appraise*the ° Meee 
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shares of dissenters ir New York, mere market value, concededly - see 
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higher where a corperatien is publicly traded, for unrestricted PRN ot 


stock than for restricted shares, is not the sole criterion in... -4: is 
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nor is it even a major factor. Most ,courts applying (2%) 
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fixing value, 


statutes in pari materia with the Minnesota provisions, 


P a . ot tg 
held that the value of shares where dissenters’ rights are exercised) 
, reset oN, Be 
in connection with a corporate merger is their full and fair: Ene 
P 7 ‘ 
investment value, taking into consideration that: .; + ryit.ch ot age 
He cy SG aes Mea 
“Offers for merger and consolidation are Leh 1 tye a eg 
likely to be made to a corporation and got ote Sats hae 
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market. price of his shares may enrich the 
majority at his expense. * * * [T})he 
theory of the dissenter's claim is that 
he desires a continuation of his invest- 


ment unaffected by the change. 


The resultant valuations have generally 
concentrated on three principal elements: 
(1) net asset value; (2) market valuc; and 
(3) investment (or earnings) value. Most 
courts have considered all three...." 79 
Harv.L.Rev. 1456-7, Valuation of Dissenter’s 


Stock (1966). 


ae 
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See also 15 Fletcher Cyclopedia Corporations, 1973 Revised Volune, 
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"~The courts must determine the value of 
the shares of dissenting stockholders.... 
Appraisal must be upon a qoing concern 


basis -ither than upon a liquidation basis. °, aleg 
Ay’ | 
rr 4 
While there is no legal formula which 1.34. 
. : . : 22 
can be enunciated or applied in valuation bg 
proceedings, the appraisal remaining a oie 
matter of judgment on the facts in each “TS 
case, the court can reiterate accepted aK 
principles, which simply stated, are that aad 
the appraisal should take account of market a 
value, investment value, and net asset value." e 4 
In the absence of authority to the contrary, we conclude ~:? 
that the Minnesota law is to the same effect, and that ina A 
3 
dissenters' proceeding, restricted shares would receive the same .' -4 


payment as would be giyen to unrestricted shares, Indeed, to., . * 


hold otherwise would scem to permit undue oppression of shareholdérs 


“As, 
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who had in good faith purchased unregistered shares with the 
intent of holding a long term investment position in the 
issuing corporation. Such investors, to the extent that they 
were holding for the leng term investment, or going concern 
value of their shares, were not prejudiced by the presence of 


the restriction unless there were a merger. 


LeLandais also contended at the trial that because 
page 5 of the proxy statement imposed a condition precedent to 
the merger, that the new Mohawk common stock to be issued to 
effect the merger be listed on the New York Stock Exchange, ho 
inferred that such listing meant that each individual share 
certificate so issued must be freely marketable. In his*testi- 
mony (Tr. p.202) he conceded however, that this limitation ine: ant 
that “it is freely marketable unless the holder of that security 
has agreed in writing that it is not freely transferable." Hach 


plaintiff had so agreed in writi g. 


qs 


The Court considers the proxy statement not misleading 


with respect to the .tree stock deception claim, and believes that 


if any of these plaintiffs drew the inference therefrom which 
% . ’ , . . 


. 
a 2 eS + 
- 


they say they did, it was entirely unwarranted, and may not be a 


basis for fastening liability on defendants. 


iO «es Beg 


ap © 
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As an independent basis urged in support of the "free 
stock deception" theory, plaintiffs rely on oral communications 


said to have been made to them through LeLandais. 


LeLandais testified, and I find, that he wroe 
Exhibit 28, a letter dated April 19, 1971, on the letterhead 
of Merkin & Co., directed to those Atron shareholders whom he 
Or his prior firms had served, and that he did so prior to 


receipt of the proxy solicitation materials dated the same day. 


In his letter, he withdrew somewhat from the position of his , 4 

’ ‘” 

February 5, 1971 letter and advised his followers that "the nw 

proposed merger ... is to the best interests of all of the Atron ? 

Stockholders and to you as one of the participants in the Private - 
Placements of securities which I effected and, therefore I 

strongly recommend that you vote in favor of this merger." He 3 

> 

testified that the letter was “triggered” by a disputed telephone. , "<a 

® ‘i. 

tonversation he claims to have had with Stoutenburgh on the same ret 

; ; , ,, ee q 

date. LeLandais' version of the tele hone conversation is as a sah 

¢ 

follows: [Tr, p.205] ‘ aot. eee 

° * 4 a e. 7 “e . a .* ss ‘ SO « 2 d 

See 
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“A Mr. Stoutenburgh said, ‘Pierre, I would i | 
‘like you to do me a favor.' qo 


I said, 'What ca: I do?' 3 


He said Ladenberg-Thalman was against. 
the merger and he w'. afraid that unless 
he received endugh >r. <ies, the merger 
would not go through. And he’said, ‘If 
you really want your part;sipants in 
your private placements to receive their 
free stock, you had better canvas them 


m and get them to send their proxies. in 
¥ 

ei voting in favor of the merger.' “4 
Q Was anything more said to the best of 


your recollection? 


e A T mean that's what I recollect of tha 
conversation. : 


} Q After April i» 1971, but before April 

t 30, 1971, did you have any discussions 

{ with either Mr. LePow, Mr. Liat or Mr. 
| Wrench which related to the proposed merger . 
in any.way? 


A Yes. 
e: Q Did you speak with all of ‘those gentlemen —. 
SS at different times? pe! 
; P , it, ‘ 
2 y: a Yes, : , is eae 
{ , ae 
f Q And did you relate to all of those gentle- 
eo. men the substance of your conversation 
; with Mr. Stoutenburgh? 
° ' ® ° e. ® é A . Yes.” Py = Fy e . " 
2 ‘ s . ae “° . . ‘ ® ‘ e 6 x 
c . 
e: The April 19, 1971 letter does not state expressly or, 


i - k 
4% =23- . ye ; 


implicitly that any representation, had heen made by Mohawk to 

the effect that Atron restricted shareholders would receive 
unrestricted Mohawk stock. The letter thus makes no mention 
whatsoever of what is now testified by LeLandais to be the sole 
cause for writing it. The Court: finds .this testimony incredible. 
Plaintiffs have not proved to my satisfaction that the coOnversa- 
tion with Stoutenburgh took place as claimed. Faroe no 
corroboration for the conversation, and competent credible evidence 


exists directly to the contrary. 


LeLandais testified that between April 19th and April 


30, 1971, he related the substance of his claimed conversat ion 


with Stouten»urgh to LePow aid Ludt. LePow's corrobcration of 


‘ 
; 


LeLandais' testimony concerning the oral represéntation of: Ones] 
19th, claimed to have been made by Stoutenburgh, is exrem:! 

weak. He testified (p.16) that they "“rediscussed or discussed 

us getting free stock in the merger." LePow admits (p.3l) that 
there was nothing in the proxy statement which "led me to believe 
it one way or the other," :with respect to whether the Mohawk stock 


to be received in exchange would be free of the investment letter 


a ‘ ‘ Os se te y t 3 Te, tte, 1 ete ‘eet? 
‘restrictions. Ladenburg's opposition tio’ the mergers’ said to ‘have 
been the cause expressed by Stoutenburgh for his concern, had 


collapsed a month hefore the claimed telephone call. 


oer Oren gy ee 4 oe eS Toe tr err ae ee 
rr rr eee fe oe 


the proxy 


‘ 
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LePow admitted again (p.49) that there was nothing in 


statement which indicated that Creative would or 


would not 


receive freely transferable Mohawk stock. 


LeLandais only once concerning the proposed merger. 


Ludt testified (Exhibit 35, p.19) that he spoke with 


mony was as follows: * 


No mm ee 


ee 


~ ee 


x 
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Well, essentially the subject of the 
conversation was on interpretation of 
what the intent was with respect to the 
shares that the Atron shareholders: would 
receive from Mohawk Data. 


What was your understanding? 


My understanding was that we would get 
freely negotiable shares. 


In return for the restricted shares you 
held in Atron? 


Yes. 


Had you arrived at that understanding 
totally on your own efforts or through 
conversations with other people? 


Well, I arrived at that understanding by 

reading the proxy statement, and I wanted 

to confirm my understanding, and I talked 

to Pierre as to wiether this was the intent, 
and I received an affirmative reply. 


ae 


Can you recall more specifically what M:-. 
LeLandais told yuu? 


His testi- 


pie ae een 


per) Sapeoeile 


He said that we would get free stock, 


freely negotiable stock. H 
J Q Did Mr. LeLandais tell you how he knew 

ii that? 

ki A Well, the languag> of the proxy statement, 

. in my judgment, makes this quite clear. ‘ 
D ij. 

f. Q Did Mr. LeLandais tell you what made it ‘ H 

i quite clear to Mr. LeLandais? 

| 

ti ; A I think ‘the same language and conversa- . 
b r tion which I think he had with the Atron 

f people. 


Q Did he specifically refer to conversations 
that he had with Atron people? 


A I think he was in fairly frequent conversa- 
tion with them. ; | 
‘ 


Q Did he specifically tell you that he had’ 
spoken to Atron people? ’ 


ee eee 


A I would have to say, no." 


pS» <oaw 


If in fact a seasoned stockbroker such as LeLandais 
had received the bald representation or interpretation which he 
Claims to have received from Stoutenburgh, and later the written Re 
ae 
proxy solicitation materials did not.bear this out, one eal : 


Oe ree er ee 


think it would be normal and ordinary procedure for him to have 


—<“—— 


given Ludt the sukstance of his discussions, and perhaps it. is 


lcm. av, * ° ’ tgs: SR He-P eee 


: my ee wae ae , P rf ee 
not too much to expect that he would have confirmed it in writing 


tenn. at ae 


A re re ee me - 


eo ne ee 
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to LePow and Ludt as well as Atron. 


LeLandais' pre-trial deposition with which he was 


confronted (p.227, ct seq.) is inconsistent with his trial 


testimony that he had imparted the good news to LePow and 


Ludt. I conclude that he was testifying more accurately on 


his pre-trial deposition than at trial, and decline to accept 


his testimony that he informed LePow and Ludt of the claimed 


Oral representations made to him by Stoutenburgh. 


On his deposition with respect. to the claimed te} 


phone conversation of April 19th, LeLandais testified that 


Stoutenburgh had called him. At trial he disclaimea memory as 


¢ 


to whether he had called Stoutenburgh, or whether Stoutenb gh 


had called him. Confronted with his prior testimony, he 


qualified his position (p.235) “when I talked to him [Stouten-- 


burgh] I don't know whether it was the call he initiated, or 


' 


Whether it was my secretary that returned the Call to him. But 


obviously the first call came from Mr. Stoutenburgh if there’ 


were two calls." 


Pe - Joan Kane, formerly secretary to TeLandais, showed an 


entry on Monday, April 19th, in a desk diary kept in Merkin's 


ae 


937a 


office, which reads "Stoutenburgh Re: Proxy material." 


She says that this entry reflects a call from Mr. Stoutenburgh 


to Mr. LeLandais in which Stoutenburgh told Kane that he 


wanted to speak to LeLandais regarding proxy material, to 


which the witness responded in substance, "thank you, I will 


tell him." At most, the entry shows that Stoutenburgh was 


trying to reach LeLandais on the telephone on April 19th. NO a) 3 
Ne wal 

Stoutenburgh testified that during the period between the vA 
7 ik: ; "Foy wi 

agreement to merge and the shareholders meeting, he believed ‘that oy 
as i 

Atron shareholders, with the exception of the promotors, would pater 
: “ie 

receive freely transferable Mohawk stoca. Me ee 
Re ‘x Feral 

oa tah 4 

Persona] bitterness existed between LeLandais and" ape ‘ 


Stoutenburgh, and each held the other in low esteem becavise of 
j Ee ae 


x 
r 

> : * ‘, * “~ 

ee es 


H 


an unrelated matter. Stoutenburgh testified, (p.256) that he hesg 


z. 


"as much as_ I’ at 


tie 


visited LeLandais in person on February 17th, 


intl z 

‘ + iti Pe 

desired not to have any dealings with Mr. LeLandais." He believes. ! 
" k ro sat 


that in that meeting he indicated to LeLandais the attitude of .\5 


Mohawk management that they would give unrestricted shares if 


they could. He testifies that he had no recollection of speaking: : 
‘t® LeLandais “in April of 1971, and during the period “thore was ist a 


~*% 


to 
Soe om 
Pe: 
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every reason not to have called Mr. LeLandais." (‘I'r. p.269). 
He had been assured that the merger vote would be favorable, 
so he didn't need the aid of LeLandais. It is indisputably 


established that Stoutenburgh was in his office at Minneapolis, 
: ya 
Minnesota on April 19th. Merkin's phone number: does not’ appear 


on his call charges for that da 2. I am satisfied upon the sa 
entire record before me that no call came from Stoutenburgh 


to the witness on April 19, 1971. oe ie 


Mr. LeLandais was confronted,again with his pre-iiviai 


deposition (Tr. p.236), and diu not repudiate the testinon 


"Q Mr. Stoutenburgh said to you that naa 


the private investors would be ‘abla. ’ 
to sell after «the merger? 'S 


A I don't sr gah he put it that way. 

Q How dia he put it? 

A As I said, I told him I was in favor 
of a merger only: for one reason, ancl ' 
that is to provide a way. for my stock-, «', 
holders to get out. And he said,....:% 44 
‘Well, if we don't get the votes from 
your stockholders they won't be able » 
to get out.’” 


° * Thé.witness did not ask Mr. Stoutenburgh whate-he mocul, 


by "get out" (Tr. p.236), he merely assumed that it meant. thes 


‘ . ; ; Wp 
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. f would receive readily salable unrestricted shares without 
4 
/ 
oe f legends on the certificates. This may well have been an 
: ‘ 
' unjustified assumption. Stoutenburgh's conversation is equally 
) susceptable to the inference, warranted by facts Known to 
both parties to the alleged conversation, that Atron, incurrin 
a monthly loss of $200,000.00, faced with loss of the customer 
‘at responsible for 90% of its sales, terminating purchases, and y 
p | a4 
{ incapable of developing other markets successfully, was in Sag 
serious danger, and without recourse to this merger,.or some 4 
Dd, alternative merger, the shareholders would not be able to. “get es 
i ovt", and the entire investment would dribblc away in operating: . 
‘ 
losses. 4 
¥ Seif 
i . . AJ . * *f 
' In addition to relying on the claimed conversation «#4 
\ : rae ; 
t j 
with Stoutenburgh, plaintiffs seek to rely on conversations oa 
> ae 
H rs 
it ‘between LeLandais and John Halsey. Halsey was employed by ¢i, 4 
‘ : 4 
. . . . . . . - ‘ 
Merkin & Co. during most of the proxy solicitation’ period. 
‘ : ® j 
> , , ‘ 4 
LeLandais knew Halsey to be Stoutenburgh's brother-in-law, and cee 
| ee ae 
di discussed the subject of free stock with Halsey during> that y ge 
t . ' } 
} ist 
\ period "many times." However, during that period, althouch 5 
‘ 


tlie ‘ Halsey’ was a.paid proxy solicitor for Atron, LeLandais did not 


ees 


know this fact (Tr. p.209), and accordingly was not dealing with 


ey is 


“ 
a 
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Nalsey in any respect as an agent of Atron or defendants upon . 
whom he or his group could rely. ‘There was motivation to 
withhold from LeLandais the fact that Halsey was acting as a 

paid proxy solicotor for Atron because this employment was 

presumably inconsistent with Halsey's obligations as a full- 

time employee of Merkin. If Halsey did say anything to 


LeLandais about free stock, such representations as he might 


have made may not be imputed to these defendants, or relied on. 


LeLandais disclaims any conversation with anybody 
at Mohawk prior to the effective date of the merger with 
respect yhether or not Mohawk .would‘ be issuing unrestricted 


certificates to At:ron private placement. ho’ders (Tr, p.255). 


During the January 29, 1971 meeting, Stoutenburgh 
raised the question kite: hentai. whether holders of restricted 
Atron stock would receive freely transferable Mohawk stock 
should a merger take place, and Wells or Rifenburgh, speaking 
for Mohawk, gave what Stoutenburgh considered to be an EA a 
of attitude to the effect that "they would issue free stock if 


they could." (Tr. p.362). 
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This fairly stated the attitude ar. position of 


Mohawk management, as subsequent events illustrated. Stouten- 


burgh, Wells and Rifenburgh understood that the problem 
involved legal matters. There was no discussion in the 
January 29th meeting of registering the Mohawk stock to ba 


issued in connection with the merger. 


Stoutenburgh had no further discussions with Mohavy7s 


as to whether Atron restricted sharcholders would racei.ve 
freely transferable stock. | He explained his answer, (Tr 
"I had no other occasion to really do that. ‘they made 

expression of attitude. It was simply a.matter if legal 


determinations permitted, free shares wold be issued." 


- Wi 


On April 30, 1971, Stoutenburgh believed that wi! 
the exception of officers, directors and promoters of 


‘ 
ACLOon, 


free shares would be received. 


was not so benefitted, and at the closing of the merget’ signed 


a further restrictive agreement as a promoter. It was not 


until May 10, 1971, after the merger had been completed that 


he learned that restricted shareholders of Atron, Other ‘thi 


efficers, directors and promoters, would not receive Freely 


, 


Ewe 


He, as a founder and pronvter, 


t 


oe ee oee 


transferable Mohawk stock. 


= ars - 


On May 10th, after the merger, LeLandais raised 


the problem of transferability of Mohawk shares. Stoutenburgh 


testified, "I told him that I. didn't know anything about it, 5 
please contact Mohawk. They are the only people that can 


answer the question." Ie testified, and I believe, that this 


SGT TY SENG Ferny momen aN 


was the first time he learned of any difficulties with respect 
to receipt: of freely transferable Mohawk stock by former Atri) 


) shareholders other than promoters. 


} In conclusion, there is a complete failure of pro! | 
{ 

‘ with respect to plaintiffs' contentions that the proxy state- 

! 


ment was misleading, or omitted to state material facts necagsie 

"y in order to make the statements therein not misleading, with 
respect to the questicn of whether restricted shareholders of 

i Atron would receive unrestricted shares of Mohawk in the mover 


which could be sold in market transactions without registration 


under the Securities Act of 1933. Also, plaintiffs fail to 


; prove any cause of action arising out of the restrictive lesends 


placed upon their Mohawk share certificctes. This result follows | 


whether their claim be viewed as a violation of Rules 10b-5 or 


i ~? 
af Sy 
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14a-9 under the 1934 Act, or common law fraud or otherwise, 
and whether alleged in reliance on oral representations of 
Stoutenburgh, or others, or written misrepresentations, or 


Omissions in the proxy statement. As to this branch of the 


‘ 
t 


litigation, defendants are entitled to prevail in all respects. 
The “Accounting Change Deception". 


This aspect of the case finds plaintiffs on firmer 
ground. The proxy statement dated April 16, 1971 remained in 
effect until the close of the shareholders meeting on April 30, 1.97! 
at which the proxics solicited thereunder were votcd in favor 


of the merger. As was held in Gould v. American Hawaiian Steari- 


ship Co., 351 F.Supp. 853, 868 (D.Del. 1972), cited with appr 
in Chris-Craft Industries, Inc. v. Piper Aircraft Corp., 480 v.20 


341 (2d Cix.. 1973}: 
"Rule 14a-9 specifically requires that 
solicitation material which has becoma 
false or misleading must be corrected by 
subsequent materials. Thus, assuming that 
the ... proxy materials were accurate when 
initially approved, the proxy materials 
should have been amended to reflect sub- 
‘seguent occurrences Or changes which 
rendered the initial disclosure false or 
misleading. Insofar as they knew or ought _ Nnig arate xi 


the clhure 


obligation 


materials 


con] 


The prony state 


of the usual materials 


of a corporate merycr. 


net income statements, 


statement of operations 


Mohawk and its stibsidiax 


statement of Mohawk 
historical profitability, 


and Financial statements. 


Nolte J to the 


paye 46 of the proxy 


certain equipment its 


commencing jim 31970, had 


to non-affiliated 


vork thak the 


meni 
needed 


Specifically, 


comparative 


Financial 
statement, 

customess 
old 
third parties 
Jess 


Tread 


ont tus 


Ain that the proxy 


and remained 


t furnished plaintiffs contains all 


in Order to permit consideration 


these include comparative 


book values, dividend records, 


of income of 


Leteoment 
combined operating 
us the comparative 


constituent corporations 


statements, 


found beginning at 


‘ 


disclosed that Mohawk had rented 


for various periods and, 


this equipment subject to the; leases, 


fOr approximately $4,100,000.00. 


ees returned Che caqulipment, cancelied 


or Cther reasous Pailed to poxrforn 


peryment, Mohawk liad the Ovoportunast : 
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assign substitute leases to the non-affiliated third parties, 
or substitute equipment leased to the same lessees. In addi- 
tion, after the expiration of a five year period, the Company 
would participate in future rentals and have an opticn to 
repurchase at salvage value, any or all of such units sold. 

The proceeds of such "sale", subject to a reserve for doubtful 
accounts, was booked as an item of revenue in the year in which 
the sale of the leased equipment to such non-affiliated third 
parties was made. As of the date of the proxy statement, ai! 
previously, this method of accounting, termed the so-called 
“financing method" was one of two generally accepted and 
appropriate principles of accounting for the revenue rece} vat 


by a lessor of property such as Mohawk. 


The other generally accepted method was known as the 
“operating method." The difference between these two acconniti « 
me:hods is that the financing method in effect recognizes the 
leiise, even when not sold to the third party lender, as a sale 
Or loan transaction. ‘The operating method, on the other hand, 
accounts for revenue from a lease solely as a rental transaction. 


Under the financing method, 


, 
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rentals to he received under the lease, over the manufacturers’ 
cost of the leased equipment, after giving effect to an adjust- 
ment for residual value at the end of the lease, igs considered 
as the consideration payable to the lessor for the investment 
he has made in the property. Since the transaction is treated 
as if it were a loan or a sale on the installment basis, that 
excess is taken into account on the accrual basis as pro'it in 
the year made, and in periodic amounts on a declining basis 
depending on the unrecovered cost of the investment of the 
lessor. See explanation of the expert witness ROSner, Tr. 0,454 
et seq. The effect is to bulk a larger portion of the profit via 


the financing method in the first or early periods of ‘the lease. 


Where t' operating method is used, the rentals ar 
taken in as accrucd as general revenue, and there is charged to 
the income account of the lessor, or the profit and loss account, 
any costs of the leased property, such as depreciation of its. 
Original cost, maintenance, repairsy bad debt expense pia eer aban 
items. The difference between the rent and these hopcaciation, 


maintenance and related costs is the net profit reflected in the 


‘ince:e account applicable to“the .lease-itself for the period ‘in 


which the rent is accrued. 
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Both accounting methods were in accordance with | 


accepted principles of accounting in 1970 and 1971. 


At least prior to November, 1971, it was also i are 
permissible after a lease had been effected, and booked 
under the financing method, to “sell"’the transaction to a 

} 
third party. Such third party sales gave rise to income 4 
booked in the year of effecting sale, equal to the full ‘amount 
of the entire aforementioned excess, or the net rewards to be 
expected from the leased property Over its entire life, with | 
a suitable icine for a reserve for uncollectability or 
rejection of the leased equipment prior to termination of the 
lease. This had the practical result of booking as current 
income monies which in truth could not be said to hava been 
earned fully until some future time when the lessee had fully 


« 


performed its obligations with respect to the machinery. 


Many prestigious corporations engaged in the ensing 
of equipment, and, represented in their fiscal pthntie: toi! : os: & 
skilled accountants “%f the highest level of learning and ability, 
were booking their revenues in accordance with the financing 


“method. These concerns were in effeét reporting high profits, bees ‘ 


yrs 
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in fiscal years prior to full performance of obligations, 


’ 


their own and customers, to be performed in the future. 


™ 
————eeEeEeEeEeEeEeEeeeeeeeeeeee SE 


Because use of these accounting principles, permitted 
by Accounting Principles Board,Opinion 7, effective after 


December 31, 1966 ("APB No.7") seemed to present an unrealistic. 


picture oi the true operating results‘of ‘corporations manufac- : 
| ‘ . 3 ’ . es. 


curing equipment for sale or lease, the, practice came‘into some Re 


disrepute among conservative accountants, beginning earlier 


than 1971. ‘For example, an "Accounting Interpretation on 


APB No. 7", issued by the staff of the American. Institute of 


Certified Public Accountants, Inc. (hereinafter. the "Institute!s 
--the body which issues APB's) and published in the Journal of 


Accountancy for November 1971, shortly after the merger, says 


(p.78): 


"[T)he sale to a financing institution of 
property subject to an operating lease, ; 
with the manufacturer or dealer effectively mae 
retaining the risks*of ownership, is not a yo gos de wk 
sale in substance and, therefore, should ie SEPT y, 
not be reflected as a sale. Instead, the 
transaction should be reflected as a loan 

and income should be recognized under the 

Operating method. (Transactions of these 

types are in effect collateralized loans 

from the financing institution to the manu- 

facturer or dealer.) However, the sale of 


property subject to an Operating lease 

should be reflected as a sale if all 

risks and rewards of ownership are 

transferred to the purchaser." 

Although the above opinion, clearly critical of the 
theretofore permissible practice of Mohawk, was not issued 
until after April 30, 1971, both Mohawk management and its 
accountants knew that the practice had become subject to 
professional criticism, prior to April 16, 1971, and there 
had been discussions about changing to the operating incthoa. 
Neither the existence of the problem, nor the discussions 
concerning the chanye were comnunicated to Atron or plaintiffs 
prior to the merger, nor were they referred to in the proxy 


statements. 


When a corporation changed from the financing method 
to the operating inethod, it would restate its historical income 
downward, and the amount by which the past income was restated 
aownward would be available to be booked again, when realized, 


that is, added on to future income. As the expert. witness 


Rosner pointed out (Tr. p.467): “The profit is still there. 
It is primarily a question when you record the profit." The 


? F c. 
profit will be recorded earlier under the financing sthethod.2/ 
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It is accepted accounting practice to present 


comparable financial statements ‘for two, or more consecutive 
years. Unless the prior statements were adjusted retro- 


actively, they would not be comparable in the case where a 
‘ este ret ais 


change of accounting principle has been.made. Accordingly, 
it is universal] practice where ‘such “gugronntine change is 
made, to adjust the prior Period retrongpively 90: that, the 


two financial statements will be comparable. 


Prior to 1971, Mohawk's pian year had. ended on 


July 3lst. In 1971, it, saevenced its ftaqal closing from yuly 
mag ‘ 

31, 1971 to April 30, 1971, 50. that the: nine- month period 
ed a wt ggl te 


ending April 30, 1971 constituted, a ‘fisdap, years gobaciaine 
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with the effective date of the merger with Atron, ata exh 1) 


chenge in accounting for "sales" of Labbe pigthlonass 
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Mohawk effected these two changes as. of thé” wie a 
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of business on April 30, 19714) therecwas’ no atecpoqneg wot. 


3. ie fo ri, 
soever Of the intended changes in the* proxy statement, Which 
spoke as of that date, nor did any of these plant tgs, kav 
“hs 4? 


about the change witons:. aang voted their proxics. 
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“the amount “of dollars in sales booked during the périod. 


2 find that either of the accounting changes taken 
alone was material, and a failure to disclose them was a 
material omission. Taken together, the materiality is greater 
than for either change taken alone. Also material is a state- 
ment by management of the reasons or.a statement of the 
Operative facts which impelled the changes. See 17 C.F.R. 


§§ 240.14a-3, 240.14a-101.o/ 


Long prior to April 30, 1971, doubts had arisen in 
the minds of the persons charged with the responsibility for 
Nohawk's accounting procedures as to the appropriateness o{ 
continuing to use the financing method and third-party sales 
reporting in effect, instant profits from long term leases. 
Premature terminations of leases which had been the subject of 
third-party sales had exceeded Mohawk's Original expectations 
by a substantial amount. In addition, certain third-party 


transactions had not provided the entire sales proceeds .in 


immediate cash for Mohawk. It was reporting these sales as 
instant earnings, although not receiving the cash flow which 


the casual reader of a financial statement would associate with 


Wells, Executive Vice President and Treasurer of 


Mohawk and Rifenburgh, who was President of Mohawk, had, 


March, 1971, that they would change Mohawk's fiscal year 

from July 3lst to April 30th, and-make the change effective 
for fiscal 1971, so that that year would end three months 
‘sbi This chanae in the fiscal year had been approved by 
the Board of Directors of Mohawk, but the decision to change 
the fiscal year was not disclosed publicly or announced until 
May 4, 1971, when it was contained in‘a press release (Exhibit 


XY). This change in the fiscal year had various purposes, 


' 
within the scope of their authority, decided, as early as 
: 
| 
| 
| 


among which were (a) to facilitate a change to the opérating 
method of reporting earnings,’ (b) to apply a cosmetic So eae vi 
to adverse earnings for the current period, and (c) to eliisin 
bookkeeping inconveniences suffered with respect to a July 31.31 
closing (Ex.22). In addition, management wanted to have the; new 


ould an 


fiscal year coincide with the’ introduction of a-new'product ; 


ny, 
, 
lin2, and put behind itse!f a period of flat earnings. In 
ordex to effectuate the change in Mohawk's fiscal year, its 
certificd public accountants began the audit earlie. than usvi', 
and before April 30, 1971. They did so pursuant to managenent's 
direction. Pea 65 18.8 “ey 
ene a. . ROR 8 aa hy f 
th Fas’, UPS yess, 
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In March 1971, Wells and Rifenburgh also decided 
o ‘ 


that commencing May 1, 1971 Mohawk would discontinue the 


\ practice of third-party sales. This in itself was a sub- 4 
y ‘ ' 
» ? ‘ ai 
4 stantial charge in the nature of Mohawk's business’ and should ie 
@: t “9 
‘? have been disclosed in'the'proxy statement. It was revealed De 
i , ’ ru ; 
} in an interview with Reuter's News Service on April 19, 1971, “¢ 
és, Mt 
ae ae! 
mothe but is not set forth in.the proxy statement, and,no. press. ‘f a 
: } release was issued prior to the shareholders' meeting on h hed 
3 April 30th. There is no evidence that ‘plaintiffs had actucl | ‘ 
a (ft ' ee? as 
je’ or imputed knowledge of that change. +d 
is ” . ri os > | 
A j : Re, é 
i | iy ke WP ’ 
; A day or two following April ,.22nd, and prior to the uy 
Mf : Pe ne BY ix 
: ‘ shareholders' meeting, ,the certified public accountants aApproviidh f): 
} and recommended the change from the financing method to-th. 


Operating method. On April; 28, 1971, again prior to,the m vting, 


management.'s decision had crystallized to the paint that Mr 
Hengen, Mohawk 's public, patet ions officer, was asked tg) drat 
: a 3 
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an outline for the press, kelease ‘to bgk jpsued in* ‘eonjunction’ Parl uate 
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with a meeting with sequrity analysts $e be held on May 4th, - cee 
tats SRR 
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Additional conversations were held between Wells wid Hengen Saas at 


Ann 
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-*."s  sbetween ‘that date and April 30, 197). ie press releasd, aun 


issued on May 4, 1971 but prepared peipe to apra}.: 30th, discloses 
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| the intended change in accounting methods.— 


iy The change in accounting alone resulted in a restate- 
ment of Mohawk's prior.fiscal period ending July 31, 1970, by 
which revenues were decreased 4%, net income was decreased 187, 
and net income per share was dropped $.50 from $1.52 to $1.02. 
For the short fiscal period of 1971, the income was reduced in 


the amount of $1,000,315.00. In addition, other miscellaneous eae FY 


adjustments reducing Mohawk's net income substantially were not 


, 
disclosed in the proxy solicitation material, although mentioned 


in the May 4, 1971 press r-lease. 


The Court belicves that these omissions, all considered 


f together, were material. Income, and earnings per share, tradi- 


ee 


tionally have been considered material in fixing the price or 


value of stock. Prices of shares are Ordinarily quoted in terms 


of a price-earnings multiple. While sophisticated scurities 


analysts, such as Mr. O. Seaburn Eaton, who testified at the 


+ pee 


if” trial, have become accustomed to treat historic earnings state- “ 
ments of electronic data processing equipment companies with a 


hy degree of cynicism, (Tr, p.336), these changes were of sufficient 
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magnitude that they should have been disclosed in the proxy ¥ 
van Neate 
f statement. Pee ae oe a 
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In a nondisclosure case under Rule 14)-9 as well as 
Rule 10b-58/ plaintiff must show “that the facts in question 


were material ‘in the sense that a reasonable investor might 


ah. 
“er 
. a 


have considered them important' in making his investment 


ie decisions." Schlick v. Penn-Dixie Cement Corp., 7.20. *, 


s 
t (2a Cir., October 31, 1974, Docket No. 73-2677, p.5856). See A 


to” im kee 


Riis also, Chris-Craft Industries, Inc. v. Piper Aircraft Corp., 480° 


of. 

me F.2d 341, 374 (2d Cir. 1973). ‘ 
my : 
1,3 \ 
iM The Court finds that the totality of omissicns was 

J 4 
: ral materia) in that plaintiffs, other than ITNR might have acted 
1s 


differently in connection with the merger. ‘The only thing they 


‘ 


could do was to vote "Yes" or "No". Their .sole remedy to avoid 


ee 


receiving Mohawk stock which might have appeared unattractive 
with its earnings restated, would have been to vote "No," and 


demand an appraisal under the Minnesota statute. 


No proof of reliance is necessary in an omission case 
[Affiliated ute Citizens v. United States, 406 U.S. 128 (1972) °; 
Mills v. Electric Auto-Lite Co., 396 U.S. 375, 385 (1970)}, and 

the Court finds that plaintiffs, other than ITNR have proved od. 


of the elements of their. cause of action based on the misleading 


956a 


omission of the accounting and operating information herein-~ 
wefore mentioned, and are entitled to recover their provable 


damages upon that claim. 


Neither side of this litigation has presented 
persuasive evidence of the true value of Atron common stock 
: ee : 9/ 
as Of April 30, 1971, contrasted with market price. > On that 
date ihe averuye bid and asked quotations for Atron were 10 3/4 
and 11 1/4. On January 29, 1971, when the merger was agreed 
to and announced, the average price cf Mohawk stock was ’$29.00, 


and Atron was $8.00. 


On March 12, 1971, the date the Agreement of Merger 
was signed, Mohawk was $34.38 and Atron $7.80. April léth, 
the date of the proxy notice, Mohawk was $39.75 and Atron $9425. 


On April 30th the relative prices were $44.63 and $10.94. 


The Directors of Mohawk, who owed a fiduciary duty to 
the . corporation and its other stochholders, had cone luded 
that the value of Atron was $8.60 per share when they agreed in 


writing on March 12, 1971 to give a quarter shore .of Mohawk, 
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then selling at $34.38; per share’ | for. each share of siren. 
pA a 
This agreement, openly arrived at, and negotiated at arms 


length, at least insofar as Mohawk was concerned, was effected 
under such circumstances ag to estop Mohawk equitably from 


denying in this action’ that Atron stock had a value ofat least 


’ 


$8.60. There is no persuasive. evidence t9 support any: greater 
iy & 

value, and the April 30th price of Atren ‘appeate. solely to have. 

resulted from arbitrage :3/Ne - intrinsic srinbestss 

ment value of Atron, without: ‘regard £9 vany benefits “ghowina isp 

from the Mohawk merger. See:  Ateduanton Bupra, P te! ee | 
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are entitled to be plajed in ,the -shma, position. they Meat bive 


<a 
Pret had they received, the ‘oni ttedigih formas ion, in’ ‘the® proxy 
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atatenant:; and had thepiyoted) oasnesaye’ merger.) and” pursed < 
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their dissenting shateboldere: Srignealigg appraisal. _Mhile tHe, 


statutory appraipal Peaeedina sy wounaigu snc expenditye 5aiah 


for experts and legal reer ae a prac’ ‘eal: matter, thafetangs cog 
have incurred at least the same expenses in thip. Litigation: .s6 . 
es hes: eS 


there is no need to adjust ponies, toraccaunt for the costs’ off. 
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[t would be speculative .and unjustified to assume 


that the merger would have been defeated if these shares had been 


voted in the negative, Defendants concede that the merger 


would have been effected nonetheless. (Post Trial Memorandum, 


p-165). ; 


Nor can we aqcept defendants’ contention that without 


the merger the Atron stock had "for all practical purposes, no’. ” 


intrinsic worth whatever" (ibid, p.165).» While Atron's prospects 


were not good, it could have been merged with some other coicern 


Or liquidated, and Mohawk is equitably’ estopped, as previously 


noted, to feny that Atron was worth the value it paid or gave to 
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acquire the merged company. ae PR res a tie ET 3 ; 
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I decline to fina that the changes in accounting 


methods or the discontinuance of third-party sales or any con 


bination of such eventey ae the cause ;in the decline in price 


Of Mohawk stock between May: 3: 197 and. August 25, 4971, the fy ¥ 


date of filing of the Registration Statement. This decline was wd 


caused by a myriad of independent factors Operating together, ‘i 


affecting the stock market. in general, and computer shares in 


particular. However, the losses which ‘the plaintiffs, sufferca 


do nect the test: of causation set. forth in Schlick, 


Supra,. oe 


! 


rules end the regulations promulgated thereunder.. But for such 


held that both 


“loss causation--that the misrepresentations 
or omissions caused the economic harm-~-and 
transaction causation--that the violations 
in question caused the [plaintiff] to engage 
in the transaction in question" (at p.5855) 


must he shown 
"in order to state a Section 14(a) claim: 
transaction causation to show a violation 
o£ the law from which a [plaintiff] may 


recover, and loss causation to show damages." 
fat p.5858) 


The omissions, as we have held, violated the proxy 


violation, plaintiffs might have voted against the eitex; 
exercised their appraisal rights as dissenting sharcholders, 
and avoided damage. Such “but for causation" is a sufficient 
basis to fasten liability. Cf. Pearlstein v. Scudder & German, 


346 F.Supp. 443 (S.D.N.¥. 1972), on remand from order in 429 F.2d 
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1136 (2d Cir. 1970). 


Coronet effected a short sale on May 5, 1971 (Pre-Trial 


, 


Order, 33). It realized a profit when.it covered the short sale.) 


a 
It did this inadvertently, and acting in thé mistaken helief that“, "4 


ae 
it was selling the freely transferable shares of: Mohawkywhichn it. “24 
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expected, unjustifiably,; to receive as a result of the merger. 
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: The Court gives no consideration in, £ixang damages .to the. =. ©! ah 
i profit realized on the short sale, If plaintiffs' free stock 
ei deception ticory were sustained, we would credit this amount as . ee | 
‘ * tak 
zl the result of action in mitigation 01 damages. However, . Coronet 4 
was acting as a result of an inexcusable mistake. ‘tt knew o fae S.. 
Gis a 
4 should have known its Moh é awk shares were restricted. Had it % 
| ; suffered a loss in covering the May’ 5th short pale, such ‘loss wou? *) 
i : 
| . not have heen chargeable; to the defendants here, since the Conrt : 
if 
‘| does not sustain the '<te stock a dapat gnepry.: According ly, « 
: equitable principles require that we treat the profit ree Ad ed 
| f On the short sale no differently than wa,would haved! troabed thé. “f 
4 , loss. The same conclusion applies ‘to the dicet' aabi profits of 
4 . ‘ ‘ 


plaintiff RSI (Pre-Trial Order, 434). 
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The Registration Statement beteme effective AwEUe |: 257° 
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*" 1971. At that ‘time, plant’ “3 came warner an obligation’ fox 
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i mitigate their damages at ising out of ‘their acquiescence : in the: 
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merger, which the Court finds to have been caused by a mio}oad ing 


proxy statement. A thirty day periog following Aomiee 25th: would 


seem to represent a reasonable tim: «. o *nh wha plaintites should 
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have disposed of their Mohawk shares so as to mitigate their 


damages, and any plaintiff. holding Mohawk shares after September 
25, 1971, is considered by the Court to have made a new 


investment decision. Cf. Pearlstein, supra. 
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The lowest price during tnat period for replacement * 


was $21.50 per share 1 oe ea ws : 
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We compute and’ award damages as follows: . 


Coronet: 


Value of 21,250 shares Atron at $8.60 = $182,750.00 
Value of 5,312 shares Se tein at $21.50 = — -114,202.00 
Damages “Mg $ 66,542.00 
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Value of 16,250 shares Atron at $8.60 =, $139,75u,00 

Value of 4,062. shares Mohawk: at $21.50 = = 687,333.00 


Damages | '$ 52,417200 
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Value of 10,000 shares Atron at $8.60 =~. $86,000.00 
Value of 2,500 shares Mohawk | at. $21.50, = $3,750.00 


Damages "8 8. 4. ty: $592 62 Hst30 28, 


ae Pesan y th “i by ee Be a . OF aot. ts ly 
LeLandais & Co. * tie ’ ‘ 
Value of 6,334 shares Atron at $8:60 = 472440 
Amount realized September 9,..1971 on - dy: 
sale of 1,583 shares Mohawk (Pre-Trial | 


Order, 438) 643, 250. oF 


Damages = 3 ' » $11, 222.40) 
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it is Of no significance that of Coronet's shares 


5,000 wre still held. There is no basis for any rescission 7 
in this case, and Coronet will be amply compensated by money { 
damages representing the difference between the value of its ; 
‘ 
Atron stock and the value of its Mohawk shares on the date 4 
4 
when it should have acted in mitigation of damages. Any 3! 
4 
damages suffered since that date are deemed the result of an 
i 
independent cause, or a new investment decision to retain the ; 
} Pee es 4 
Mohawk shares. Compcnsatory damages for loss, of which the 
% 
breach of statutory duty is the proximate causc,will be adequate. 
< 
Ce Pearlstein, *NDTA. 4 
if 
: ae ee 3 . i 
As here*ofore noted, ITNR shares were not voted either { 
for or against the merger. ‘The failure of ITNR to vote either " 
(1) against the merger, so as to be entitled to appraisal under ; 
4 
the Minnesota statutes, or (2) for the merger, sO as to be 
§ - . A 
entitled to claim that it suffercd damayes as a result of the { 
ralse and misleading proxy statement, bar any recovery on its 
part. Breach of the duties imposed by Rule 14a-9 were not the 4 
i 
pyOxluates canse Of its damages. 3 
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Recovery shall be joint and several as against 
Atron, MbDS5-Atron, and Mohawk, cach of which is regarded as 


a joint tortfeasor with respect to the violations found. 


Defendant Stoutenburgh is entitled to a judgment 


of diswissal for lack of personal jurisdiction. 


Defendant Richard L. Karpen, a director cf Atron 
and a Vice President and director of Mohawk during 1971, 
chowed affirmatively to my satisfaction that his conduct was 
fin: O£ wrongdoing. ‘The complaint is dismissed as against him 


for fuilurce of proof. 


The Court declines as a matter of. discretion to 
award counsel fees, believing that the damages hereinbefore 
set forth are adequate to compensate plaintiffs under all of 
the circumstances of this casc, and further because the litiga- 
Lion has been unduly, complicated and extended by plaintiffs act 
O£ joining the free stock deception theory claim, which the 
Court finds lecking in merit, for trial with a relatively simple 
and clear cut claim under Rule 14a-9. In so doing, plaintifis 
imposed greater burdens on the defendants and the Court than 


would have been the case if the portion of the claim which thc 


“A 
=—54- 


ay + 


‘ 


‘3 
* 


x. 


~ 
<= 


(alien om iniwinetos 


seit 


+5 


< Seton wb s 


x 


Pn " 
rants arb abe 


Ler Pa ~ : ae ATS? o « ve % 
Nc Se a te Nene See ee tl ten tal ene tt i a 


“ 


en eT ee ae 


— aN 


Court finds meritorous hid been asserted alonc. 


The foreyoing, together with the stipulated facts set 
forth in the pre-trial order shall constitute ‘the findings of 
fact and conclusions of law in this case pursuant to Rule 52, 


FP .R.Civ. PF: 


Our Clerk is directed to enter Judgment in: favor of 
the plaintiffs jointly and severally against MDS-Atron, Inc. 
and Mohawk, only, in the amounts set forth on p-52, supra, all 


with interest at 6% per annum from April 30, 1971 to‘the date 


of entry of Judgment, and costs, all pursuant to Rule 58(i1), 
F.R.Civ.P., and shall also enter Judgment that ‘all relief shall i 
be denied to plaintiff ITNR, and dismissing as to defendants : 


Stoutenburgh and Karpen. { 


Dated: New York, New Yerk 


| 

December 27, 1974 ; i 
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Stoutenburgh was at all times available, and testified ' wl 
+ 
at the trial. This omission to serve process was called 


specifically to the attention of plaintiffs hy Stoutenburgh's 


4 
3 
f so] 
verified answer. ‘That he was not served seems to have no : 
a ° 
practical bearing on the issues in this litigation, or the ¥,) 
4 
rights of the plaintiffs. it | 
. ae 
Atron stock was the subject of a reverse stock split, f 
4 
one for two shares in July 1969. Unless otherwise stated, ~ | 
{ 
all references are to the new shares ’ 
a 
Representative of the limitations is the legend on : + 
Rtron stock cextificate No. S-00025 isr.ed to plaintiff 
4, 
Coronet Fund on November 24, 1969 (kxhibit No. 1C). which In 
reads as follows. ; 


"The shares represented by this 
certificate have. been purchased under 
investment presentations and no transfer . 
Or Other disposition may be made cxcept: 
in compliance with the requirements cf f 
the Securities Act of 1933." " ra 


4 , e ' 


by undated letter physically attached to a Stock 


Purchase agrecmeul made as of Jarnary 16, 1969, Coronet, by 
the signaturi: OF R. E. Ludl, green! with Atror:ias follows: *, 
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“The Purchaser hereby represents, 
‘+ orrants ‘and confirms that Purchaser is 
acquiring the Stock for investment for 
Purchaser's own account and not with a 
view to, 'or for sale in connection with, 
any distribution of such Stock, and the 
Purchaser has no present intention of 
distributing or selling such Stock. The 
Purchaser acknowledges that the Stock is 
being issued and delivered without regis- 
tration under the Securities Act of 1933 © 
in reliance: upon Purchaser's representa-~ 
tion, as aforesaid. Purchaser hereby 
agrees that’ Purchaser will not resell or 
effect any other disposition of the Stock 
unless the Stock is duly registered under 
the Securities: Act of 1933 or, in the 
opinion of counsel for the Company, such 
sale or disposition is exempted from such 
registration." [Exhibit 9] 
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This regulation, which is«not’ retrospectiye, reads 
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as follows: 


"(d) TI£ the issuer knows that sccuri- 
ties of any class entitled to vote at’a 
meeting with respect to which the issuer 
intends to solicit proxies, consents or 
authorization are held of record by a broka, 
dealer, bank or voting trustee, or their 
nominees, the issuer shall inquire of’ such 
record holder’ whether other persons are the 
bhencficial owners of such securities and, if 
so, the number of copies of the proxy and 
other soliciting material and, in the case 
of an annual meeting at which directors are 
to be elected,, the number of copies of the 
annual “report to’ security holdexs, necessary 
to supply such material to such beneficial 
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owners. The issuer shall supply such 
record holder with additional copies in 
such quantities, assembled in such form 
and at such’a place, as the record holder 
may reasonably request in order to address 
and send one copy of each to each bene- 
ficial owner of, securities so held and — 
shall, upon the request of such record 
holder, pay its reasonable expenses for 
completing the mailing of such material 

to wakoere:,7 holders, ‘to whom the material 
is sent." a. é 
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Again, at p.472, the witness pointed out that when a 
reporting company shifts, or changes from the financing m:! 
to the operating method of acccunting for leased equipment, 


it decreases :-its otherwise Kona cane gorninge for the perkoe 
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in, which it makes the. spange. and: for: the prior periods, and 
its future earnings will be ‘greater than they would-have béen 


if it nak continued to use the financing method and all «ther 


aspects of its business had remained the same.. As the 


. 
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witness expressed it, "what had previously been reported as 
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income is adjusted downward ¢ ; and’ the, , income ‘that! had previously’ | 


been recorded is in effect credited to a reserve account. and: 
subsequently in future years that income is taken into future 


income pro rata over the life of the lease." 
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Accounts," provides; 


17 CFR §240.14a~-3 provides: 


"No sOlicitation subject to §§240.14a-1 
to 240.14a-11 shall be made unless each person 
solicited is concurrently furnished or has 
previously been furnished with a written proxy 
statement containing the information specified 
in Schedule 14a." ! 


The instructions for preparation of Schedule 14A ar: 


to be found at 17 CFR §240.14a-101, Item 14,; regarding, 


inter alia ergers, require that the proxy statement: 


"(b) Furnish the following information as 
to the issuer and each person which is. to he 
merged into the issuer or into or with which 
the issuer is to be. merged.... What is required 
is information essential to an investor's 
appraisal of the .action,. proposed to he taken." 


In addition, Item 17, ‘entitled “Restatement of 


"If action is to be taken‘with respect to the 
restatement of any asset, capital, or surplus 
account of the issuer, furnish the followin: 
information: 


(a) State the nature of the restatement ‘ 
and the date as of which it is: tc be effective... 

(b) Outline briefly the reasons ; for | the 
restatcment_ and for the selection of ‘the partic: 


Mlar effective date. 


(c) State the name and amount of each 
account (including any reserve accounts) 
affected hy the restatcment’and the effect OF 6Fy4 
the restatement thereon: «250 

Fa thal Sak "% : a A) 


s i . , ai | 
* ‘ , Zz} 
rv] ° , y ‘ ra FBSn 
‘ P , ‘ 


(dq) To the extent practicable, state 
whether and the extent, if any, to which the 
restatement will, as of the date thereof, 
alter the amount availabl.e for distribution 
to the holders of equity securities.’ 
(Emphasis added) 


err 


, 


By the Agreement and Plan of Merger dated as of March 12, 
1971 (Exhibit N°. 15) signed by Mohawk, Mohawk expressly 
warranted to Atron in part as follows: 


wa [Mohawk] has delivered to Atron (a) 
its consolidated balance sheet as at July 31, 
1970, consolidated statements of income an: 
capital in excess of par value and ;) etained 
earnings for the year then ended and consolidate: 
statement of funds for the year then ended, 
toyether with a report of S. D. Leidesdorf & Co 
independent public accountants, with respect to 
such financial, statements, and (b) its consoli-~ 
dated balance sheet as 2% October 31, 1970 and 
consolidated statements of income iid capital 
in excess Of par value and retained earnings 
for the three months then ended, prepared by 
[Mohawk]. Said financial statements and related 
notes are correct and complete in al’ material 
respects and fairly present the financial position 
(including all known contingent liabilities) of 
{Mohawk) and its subsidiaries as at the date of 
each balance sheet and the results of its opera- 
tions and its use of funds for the respective 
periods covered by such financial statements. 
Such financial statements have heen prepared in 
accordance with generally accepted accounting 
principles consistently applied throughout the 
periods involved. Since October 31, 1970 there 
has been no change if the business, financial 
condition or results of operations of [Mohawk] 


« 
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| 

except chanyes in the ordinary course of “5 

; business which in the aggregate have not been A 
materially adverse or changes which are _ Si a 


specifically permitted or required by this 
Agreement or to which Atron may consent in 


i RS a5 OE eas “ig 
; Weitiny Or changes of which [Mohawk] has 
{ = . “ o ° . . . 
} advised Atron in writing prior to the execu- 
} tion hereof." [Emphasis added] 
j 
t 
' GC. Certain controlling principles applicable to-cases fe ap, 
{ ‘iug under Rule 10b-5 have been held applicable to cases: | 
, . . . . . 
, arising under the proxy regulations.‘ See Shapiro v. Merrill ° 
pk ivnc Pie ceca Fenner & Smith, Inc., 495 F.2d 228, 235.(2a Cir? 
| . ’ 
he's L974), und cases cited in footnote 12. thercin. 
Uses 
‘ 4; 

s ; F 
as Market pr ce of Atron was affected by principles of 
en: 

* & 


avlitrage. Any practical investox knew the merger was most 
wis likely to be approved and effected--a fact reflected by, the 
market. The greater the certainty and the nearer the date, 


the greater the arbitrage effect. , 


a 


a LO. Coronet sold 312 shares of Mohawk on Novembe 9, 1971 


at. $5,970.17. Creative sold 4,062 shares on' November 30, 


” 


J971 at $60,459.36, and RSI sold 2,500 shares’ during, Nevember, 


P : 


1971. at $41,260.20, LeLandais & Co. sold 1,583 Mohawk shareg { 


on September 9, 1971 for approximately $43,520.00 (Pre-triaks 
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}UNITED STATES DISTRICT COURT 
SOUTHZRN DISTRICT OF NEW YORK 
eeeseweweeeeeeeeese @ -~2e--2 +f 
PIERRE J. LeLANDAIS « CO., INC. tax 
}PIcRRe J. LeLAlbars, A 3 . 72 Civil 2278 (CLB) 
R&2SEARCH & SCIENCE INVESTORS, INC., 


INTERCONTIV=NTAL TECHNOLOGY & NATIONAL 3: _ JUDGHE - a oh 
}RESOURCES, CORONET FUND, and P Zs DR 
CREATIVs CAPITAL FUND $ etd 
Plaintiffs lowe ee 
j-ageainst- . 3 So od oe ied: 
t ; . nh & 9°35 acy 
/MDS-ATRON, INC., MOHAWK DATA SCIEXCES a Oe pnd 
1CORP., JOSdPH S. STOUTENBURGH and. whe ake purge eer, 
RICHARD L, KARPEN 2 se A eee ae em 
Defendants rr nara Ve et 


The above entitled action having been eeenans on : peaaanie ‘for 


j tntal, before the Honorable Charles L. Brieant, United States Distri 


, 


| suage, on February 11, 13 and Jk, 197, and at the conclusion of 

ithe evidence the Court having reserved decision, cnt the court 

i thereafter on Lecember 27, 1974, having handed down its opinion, *” 
jco.stituting its findings of fact and conclusions of aw in favor 
|of the plaintiffs, it is, Mctrie ce oe Fe "ae 
Upon the findings and conclusions filed herein and datad 
Decomber 27, 1974, ORDERED, ADJUDGED AND DECREED: That plaintif<ss 
| PIERRE J. LoLANDAIS & CO., INC., PIZRRS J. LeLAKDAIS, RESPARCH &: 
}SCISNCs INVESTORS, INC., CORONST FUND and CREATIVE CAPITAL FUND, 
have judgnent against defendants MDS-ATRON, INC., end MOHAWK DATA ‘ 
| SCIENCES CURP., jointly and severally in the amounts as set fortl: 

jepposite their ames: es #) vos 
| CORONET: $68,542., with intereat at 6% from 
April 30,1971 to tho date horcof c:ountin; 

to $15,216. 32, making a total of 
$83,756.32. 
CRSATIVE: $52,417., with intorest at 6% frou 
April 30,1371 to tho date horeof quounting 
to #11, warents a a total of 
* $644,053. Sie 
‘ “RSI x $32;250., | with inninect. at 64 from 


April 30, 1972 to tho date. hereof anounting 
‘to $7, sting? 4 waking o total of 


| nya a cg) Sigs 33%0N09650. 
t a fi ; 4.02 ig - tine int . 
ey .Y vo? ’ “ th % : ‘ of ; 


. bs s nd - 
shee eit bi ss uieesimacaenaptodige saedinanaiientoneanicingmamne amianscnpnnns-asaiaanennnpiinangntaiantn ten: 
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Pierre J. betendeti “ Co., Inc. -v- MD3-Atron,Inc. 
72 Civil 2278 - Judgnent continued 


LeLAWWAISe CO.  ¥$11,222.40., with interest at 6% from 
April 30, 1971 to the date hereof 
amounting to $2,491.37, making a total of 
$13,713.77. 
with costs to be taxed, and it is further, 

ORVEASD, ADJUDGED and DECRZZD: That all relief shall be 
denied to plaintiff INTiANATIONAL TECHNOLOGY & NATIONAL RESOURCES, 
and it is furthor, 

ORDERED, ADJULGEZD and VECR=): That the action be and it is .. 
hereby dismissed as to defendants JCSEPH S, STOUTENBURGH and 


RICHARD L. KaRPEN. 


Dated: New York, N.Y. 
January 8, 197) 


© ee me ee fe he 


Pee Bere 


te 


oot 


« 


ot 2 


So a2 
Pee WD ERR 


a a 
ce, 


ep 


1 mrad’. «mie “ie Liteon all” 


yer 


bint A And. Or, 


-. 


\April 16, 1971 ("Proxy Statement"). 


|UNITED STATES DISTRICT COURT 
‘SOUTHERN DISTRICT OF NEW YORK 
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[PIERRE J. LeLANDAIS & CO., INC., 


let al., 
' 
| Plaintiffs, 
: 72 Civ. 2278 CLB Jr. 
~against- 

| 
iMDS~ATRON, INC., et al., 
| $ 

Defendants. 
ss ese @2@ eeee#@eeFeeFeesee @e @= we 2 @ = x 


| PLAINTIFFS' POST-TRIAL 
‘ MEMORANDUM 


FACTS 


| _ This action is based upon §§10 ai.d 14 of the 
i acidilals and Exchange Act of 1934 and common law principles 
regarding fraud, fiduciary duty, and breach of contract. Plain- 


tiffs, shareholders of Atron Corporation ("Atron"), were deceived 


and defrauded in connection with a merger of Atron into MDS= 

| tron, Inc. ("MDS-Atron"), a wholly-owned subsidiary of Mohawk 
ae Sciences Corp. ("Mohawk"). The merger occurred on April 30, 
aO7Ls Prior to the vote of Atron shareholders on the merger, 
tron management solicited proxies in favor of the merger, and - 


in connection with the rolicitation used a proxy statement dated 
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Se 


The Proxy Statement 
Saree ee eSMENE 

The Proxy Statement was prepared and distributed by 
.Atron management, including defendant Joseph Stoutenburgh, then 


President of Atron. Its purpose was to solicit Proxies in favor 


‘of the proposed Mohawk-Atron merger (P1.18 (pg. 3)).* 


it 


jthe financial information reqarding Mohawk which is contained in 


Mohawk prepared, and transmitted to Atron management, 


iene Proxy Statement (P1.18 (pg. 3)). 
The Proxy Statement was distributed by interstate 


mail to all Atron shareholders, including all of the Plaintiffs 


| : 

| Atron's Relationship with Mohawk 
te with Mohawk 

Atron was founded in 1968. Most of its officers came 

|from Sperry- Rand and were known to Mohawk's officers (S 17). 


Mohawk, aS a corporatioi., in a private transaction, contributed 


a siginificant portion of Atron's initial capital, approximately | 
if 
| 
| 
| 
if 


jfour months immediately prior to the merger Mohawk and its 


46% (S 16). Subsequently, Mohawk's pension fund purchased more 


Atron common Stock, in a private transaction (S$ 16). In the 


ipension fund owned 211,000 Atron shares, all of which was subject 


g transfer restrictions (S 16). 


: 

i* The following code is used for references to the record. 
"P1.1" means Plaintiffs' Bxhibit 1, occasionall with 

| reference to a page of the exhibit in parenthesis, “Def. A" 
means defendants' Exhibit A. "Rl" means record transcript 

Page 1. "“S1" means stipulated fact, paragraph 1. 
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1 
U 
} 
' 


‘had o at first Richard 


and later defendant Richard Karpen (S 2]; 


«arpen was a director of Atron in the four months immediately 


Preceding the merger. At the same time he was Excutive Vice- 


\President and a director Of Mohawk (S 27). 


On at least one Occasion Atron's board of directors 
: 
! 
met in the offices Of Mohawk (Def. AB). 
| 

jSales were to Mohawk (s 6). At no time did Atron conduct any 


' 
'Significant, recurring business other than with Mohawk. 

t 

| Under Atron's Major contract with Mohawk, Mohawk had 
| : j . 

ithe right, after a certain number of units had been Purchased, 
| 


ito manufacture the product itself and to terminate its Purchases 


Itron Atron. In January, 1971, the Prerequisite number of units 


lhaa been Purchased, and Mohawk was ready, willing,. and able to 
i 
begin Manuiacturing the Product itself (P1.18 (pg. 21); R 410- 
| 
H 
From at least January, 1971, through April 30, 1971, 
‘Atron's officers, and a Majority of its directors, were dominated 
i 
iby Mohawk (R 140 (line 13)), 


The Merger 


On January 27, 1971, Atron's annual meeting of share- 
HI 
holders Was held. No mention was made in the notice of the 


ing of a Proposed merger with Mohawk (Def. W). 


-3- 


| 
® i 
| 
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Two days later, on January 29, 1971, at Mohawk's 
a, officers of Atron met in New York with officers of 
|IMohawk. Prior to the meeting the Atron officers di. not know 
chat a merger would be proposed. This subject was raised during 
ithe meeting by Rifenburgh. After a Single cuucus of the Atron 
officers, the proposal was agreed to and the exchange ratio was 
set at one share of Mohawk for four shares of Atron (R 136- -142, 


\258-263, 386-389), 


Immediately after agreement was reached, on January 29, 
jis7, Atron's investment banker, Ladenburg Thalman & Co. called 
jStoutenburgh at Mohawk's offices. They objected strenuously to 
ithe terms of the merger (R 263). No effort was made to alter 
|the terms. The formal merger agreement reflected the terms 
agreed upon in the first and only meeting between the companies 
(PL. 15}. Neither Atron nor Mohawk made any independent study 


| 


Pr appraisal of the proposed merger (R 138-139). tn January, 


et tte ese eee 


pir: Atron had approximately $3,000,000 in cash (about 67% of 
lits assets), and a net book value of approximately $4,300 ,000 
je. 18; R 410). Atron made no attempt to seek out other potentiall 
pees partners or to determine if more favorable terms could be 
obtained in a merger with a company other than Mohawk. 

| The merger was approved by Atron's shareholders at the 
ispecial meeting held on spril 30, 1971, ana became affective 
‘immediately (S 29, 30:. 


| 


i 


{ 
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The "Free-stock" Deception 


Plaintiffs purchased their Atron Stock from Atron, in 


iprivate transactions (i.e., not registered with the SEC), be- 


tween December, 1968, and November 1969. They made written in- 


vestment representations, and their stock certificates bore a 


| 
| 
| 
| 


i 


| 
preine of Atron stock increased to approximately $11 per share 


legend restricting transfer (S10, 12, id, 23, 16, Beh. 


Between December, 1968, and April, 1971, the market 


i (Def, Z). From January 14, 1970, through April 30, 1971, Atron 


| 
|stock was traded Publicly in the over-the-counter market (S 25; 


| 


Sn enirtneeiia sine ientiniinsnaesevemens, 


| Plaintiffs’ purchases of Atron Stock had been 

arranged in part through Mr..LeLandais, who was Atron's invest- 
iment banker at that time. He also was a director of Atron from 
lapproxinately March 18, 1969, through June , 1970 (s 18, 19, a 
laa, 24, 26; R 192-193). as a result, Stoutenburgh knew LeLandais 
lana knew his relationship to plaintiffs and other holders of 
jrestrictea Atron stock, 

i The Mohawk~Atron Proposed merger was announced Publicly | 
jen January 29, 1971 (P1.14). The release said nothing about the 


prions of the proposed merger on the stock transfer restrictions. 


| 


In the January 29, 1971, meeting, at which Mohawk and 
‘eee Officers agreed on the merger, Stoutenburgh Stated that he 


jwanted those Shareholders who had Purchased Atron restric ad 


stock in the first Private placement to receive freely transfer- 
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| 
lable Mohawk stock as a reSsuit of the merger. In response the 


‘Mohawk officers stated that they saw no reason why that could 


jnot be done (R 261-262, 281-282, 390-391, 417-418). 


; Continuously from January 29, BE a 4 through <= least 
April D, 1971, pita et a believed that Atro- shareholders 


Fa 


who had purchased in Sie /arisete placements (exl ag insicer. ' 


would receive freely transferable Mohawk stock as a result of 


he merger (R 264-265, 282). ‘The attorneys for Atron shared 


|Stoutenburgh's belief (R 264, 280-281), 


, 


| During the same period (from January 29, 1971, through 
holders who had purchased in the Second private placement would 


at least April 30, 1971) Stoutenburgh believed that Atron share- 


not receive freely transferable Mohawk stock (R 377 (lines 23- 
“bP addition, between January 29, 1971, and April 30:, 

hon, Stoutenburgh iearned that shareholders \:ho were tron “in- 
ee would not receive freely transfe-apvle Mohawk ‘stock. This 


ihe learned from Atron's attorneys, who asked that ali "insiders" 


sign a statement acknowledging that they were to receive re- 


Istrictea Mohawk stock (R 264- =-266). 


| To summarize, prior to the merger, Atron believed 

\(a) that holders who purchased Atron stock in the first private 
Placement would receive freely transferable Mohawk stock, (b) 
jthat holders who purchased in the second private placement would 
receive restricted Mohawk stock, and (c) that Atron "insiders" 
pound receive restricted Mohawk Stock irrespective of when 


Ienen had purchased their Atron stock. 


| “ 
| 


| 


Despite the differing effect which the Proposed merger 


‘WAS expected to have on different groups of share 
‘despite the fact that 


4 
H 
| 
i! 


approximately 713 of the Outstanding 
[Atron stock was restri 


cted, the announcement of tne proposed 
merger Said nothing about the ef. --: of the merger on the stock 
| 


jtrancfer restrictions (R 380-281; P1.14), 


Plainti learned of the Proposed mercer Shortly 


its announcement (R 11, 196; P1.25 (pg. 197}). 


Knowing that the shareholders he had introduced to 


would ha LeLandais 
vis 4 
vis Atron (P1.27; R 196). Because of doubts about: Mohawk's long-term 


position in the industry, the report recomme 
| 


nded sale of Atron 
[stock Prior to the merger, 


if possible, LeLandais mailed the 


d persons (with certain exceptions) 


All of the Plaintiffs received thereport (R li, 198) 


During the period from February 3, 1971, through April 


1971 (the date of the Proxy Statement), LeLandais haa con- 
with Mr. LePow (of piaintifef Creative Ca 


iWersations 
HI 
iand Mr. Fren 


pital Fund) 
ch (representing Plaintiffs Rsr and ITNR), 


in which 
it 
ithe Proposed Mohawk 


~Atron merger was discussed (R 11-13, 198), 
‘The unanimous OPinion was that, despite the somewhat negative 
report On Mohawk's long- 


term Outlook, the Proposed merger was 


Hesirable because the ho 
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I without kestriction (R 12-13, 196-199). From this standpoint 

I Mohawk’ s long-term prospects were less Significant, so long as 

| its market price held up through the merger date. 

All plaintiffs received and read the Proxy Statement 

i within a few days of its date, April 16, 1971 (R 13-14, 155-156, 


| 200-201, Pl. 35(Pg. 18-19)). Impiicitly, the Proxy Statement 
{ 


stated that all holders of Atron stock would receive freely trans 


| ferable Mohawk stock. On page 5 the following appears: 
| 


Certificates for Atron Common Shares 
should be exchanged for Mohawk certi- 
| ficates prior to sale or disposition 

| Since Atron certificates will not con- 
fF stitute good delivery of Mohawk Common 
f Stock on the New York Stock Exchange. 


H 


| Implicit in this statement is the premise that Mohawk stock may 
we sold, and that the transfer avent wilt exchange Atron certi- 
| 

| ficates for Mohawk certificates which will be in form satis- 


H 
| factory for delivery in New york Stock Exchange transactions; 
| 


ieee, unrestricted. The statement makes no distinction between 


| holders of Atron restricted stock and holders of Atron unrestricted 
| 


| stock. Tuat is, the statement does not reveal its inapplicabilit 
j to approximately 71% (in Shares) of its readers. 

further, a whole section of the Proxy Statement is 

| devoted to dissenters' rights (P1.18, (pg. 9, 48-49)). It states 
I ise any holder of Atron stock who objects to the proposed 


merger may obtain "the fair cash value" of his shares. Again, 


no distinction is made between restricted and unrestricted 


——* 


| Atron stock. It appears that both had dissenters' rights and 


~~ 
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that holders of restricted stock could receive cagh for their 


-lares, i.e., that in essence their stock could be sold. In 
addition, the dissenters' rights section does not state that 
fair cash value would be reduced as a result of any transfer 
restrictions, which again Suggests that in appraising 
dissenters'stock all would be considered unrestricted stock. 

The Proxy Statement did not go beyond these implicit 
Statements. It was not explicit as to the effect of the pro- 
posed.merger upon the transfer restrictions on approximately 
71% of the outstanding Atron stock. 

On April 19, 1971, Stoutenturgh called LeLandais 
about the "proxy mate:‘al" (5 174-176, .200, 205-206). He 
asked that LeLandais vote in favor of the proposed merger and 
| that he so recommend to any Atron shareholders with whom he 
spoke, if he and the participants in the private placements 
| Wanted to receive free stock (R 205-205). LeLandais responded 
| that he was only in favor of the proposed merger because it 
| would produce freely transferable Mohawk stock (R 234-237). 
| Stoutenburgh responded that this coulda happen only if sufficient 
votes were obtained to approve the merger (R 236). 

} On the same day, April 19, 1971, after speaking with 

| Stoutenburgh, LeLandais wrote a letter to most of the holders 
of Atron restricted stock(with certain exceptions). All of the 
| Plaintiffs received the letter (Pl. 28; R 200, 225; Def, H; 


1 Pl. 35 (pg. 26)). In the letter LeLandais stated that he was ° 
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‘ 


| going to vote in favor of the Proposed merger, and he recommende 
{ 
! 


1 
' that the recipients do the same. LeLandais' favorable view of 
the proposed merger was based substantially upon his conversatio 
with Stoutenburgh (P1.78; R 200). 
Between April 19, and April 30, 1971 LeLandais spoke 

: with LePow, Ludt, and French. LeLandais related to them his 
| conversation with Stoutenburgh (R 14-17, 206; P1.35 (pg. 18-21)) 
| Hearing the substance of that conversation reaffirmed the plain- 
| tiffs' belief that if the proposed merger was approved they 
| would receive freely transferable Mohawk stock. 
ee. On April 30, 1971, and for several weeks thereafter 

| the plaintiffs believed that they would receive freely trans- 

| ferable Mohawk stock in exchange for their restricted Atron 
“ | stock (R17, 156-157, 210; P1.35 (pg. 25, 47-48)). So be-~ 

lieving, two of the plaintiffs placed sell orders for substantia 

| portions of their Mohawk stock (Ss 33,34). Plaintiffs first 
| learned of the transfer restrictions On the Mohawk stock which 
| they had received in the merger when in connection with these 
; Sales Mohawk's transfer agent refused to issue unlegended 
| Mohawk certificates in exchange for legended Atron certificates 
| (R 17, i9, 157-158, 210-211). 

On May 26, 1971, Mohawk first formally disclosed to 
holde~s of Atron restricted stock that they were to receive re- 
stricted Mohawk stock (P1.20; §s 35). Realizing the surprise 


and displeasure which that news would cause the recipients, 


4 
& 


Se 
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| Mohawk, in the same notification, promised to register for 
' public Sale the restricted Mohawk shares being issued to former 
; Atron shareholders (P1.29). No such registration occurred 
until August 25, 1971, three months later (P1,21). 
The Accounting Change 
Mohawk's fiscal 1970 covered 12 months, from August 5 
1969 through July 31, 1970. During fiscal 1970 (as in earlier 
years) Mohawk manufectured computer equipment, seme of which Lt 
' sold outright, and some of which it leased (S 7). Typically, 
in those years, Mohawk's leases Provided for an initial one- 
year term following éxpiration of which the lease was can- 
cellable, without cause, by the lessee, upon 90 days notice 
(P1.34; R 54). 
In fiscal 1970 Mohawk instituted a program of selling 
ee so-called "non-affiliated third parties" equipment which 
|| Mohawk Freviously had leused to others. These sales were made 
| eebsene to the existing leases (R 54-55), and in gross sales 
price amounted to approximately $1,000,000 per quarter, for 
; Which Mohawk was paid in full, in cash (P1.18 (pg. 46, n.J.); 


1 
| 1.34; R 73, 74, 77). Pursuant to the agreements of sale, 


| Mohawk, in effect, guaranteed that the buyer would receive rent 
On the equipment for a period of 5 years (R 60-64). The sales 

| price was computed in such a@ way that 5 years of rental pay~ 

| ments on the equipment would €¢qual the price paid plus a return 

jen the investment. These sales of previously leased equiprent 

| were financing devices (R 60-64). 


i 
For fiscal 1970 Mohawk accounted for these transactions 


as sales, and 100% of the price was treated as operating rev- 
enu., the so-called “operating method" (R 64). Using that 
method of accounting, Mohawk reported the following for fiscal | 
1970: 

(a) gross revenues -- $102,550,000; 

(b) net income -- $ 8,323,000; 

(c) Net income per share -- $1.52. (P1.18 (pg.13)) 

In fiscal 1971, commencing August 1, 197%. “ohawk con- 
tinued to make sales of previously leased equipme:.+, at approx- 


imately the same rate as in the prior year, $1,000,000 per 


essentially the same as those in fiscal 19?¢, except that 


| Mohawk did not receive the full price in cash, rather it re- 


; Quarter (Def. T). The terms of the fiscal 1971 transactions 


ceived a cash down-payment of approximately 25%, and the balance 
in notes (R 73-74), 

For the first six months of fiscal 1971 (August 1, 1970 
through January 31, 1970), Mohawk continued to account for 
these transactions as Sales, under the "operating method" (R 64-46). 

Throughout fiscal 1970 and 1971, Mohawk's senior 
officers (including Wells and Rifenburgh) received monthly re- 
ports on the rate of termination of outstanding equipment 
leases, including leases on equipment which Mohawk had sold 
Subject to lease (R 68). Through the end of fiscal 1970, and 
into fiscal 1971, the rate of lease termination exceeded 


Mohawk's original expectation, by more than 100% (R 67, 69). 


985a 


Durina the third quarter of fiscal 1971 (Februaryl, 


1971 through April 30, 1971) Mohawk, and its independent 


' auditors, S.D. Leidesdorf & Co., kegan to question the appro- 


priateness and accuracy of Mohawk's method of accounting for 
: sales of previously leased equipment (R 70-77). The concern 
was primarily a result of three factors: 

(a) the substantially higher than expected rate of 
. lease terminations (R 70); 
(b) the failure of Mohawk, in fiscal 1971, to obtain 
| 100% of the sales price in cash (R 71-72); and 

(c) duninine winter in the accounting profession that 
the “operating method" was improper as it was being used by 
| computer manufacturing companies, over and above the particular 
| circumstances ((a) and (b) above) which pertained at Mohawk 
(R 75). 

On March 29, 1971, Wells (then Executive Vice-President 
and Treasurer of Mohawk) met with three representatives of S.D. 
Leidesdorf & Co., Messrs. Wise, Burke, and McClare. Burke took 
the position that Mohawk should nct continue to use the 
“operating method", primarily because of its failure to obtain 
100% of the sales price in cash (R 74-78). Wells disagreed 
(R 77). At that time Wells did not disclose to the Leidesdorf 
people the high rate of lease termination being experienced by . 
: Mohawk (R 78). 
In March, 1971, Wells and Rifemburgh decided to change 


— 
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Mohawk's fiscal year from a July 31 end tc an April 30 end. 
They further decided to make the change effective for fiscal 
1971, such that fiscal 1971 would cover only nine months and 
would end three months early, on April 30, 1971. The Board of 
Mohawk previously had wabinies iat this change (R 78-81). Mohawk 


kept its decision to change the fiscal year secret until May 


: 4, 1971, when it was disclosed in a press release (P1.22; R 83, 


86, 88-89), 

The primary purpose of Mohawk's change in its fiscal 
year was to limit the visibility of its ‘Fr earnings per- 
formance in fiscal 1971, which was going to be poor (R 80-81, 
85). Therefore, by shorten:ng the number of months included 
within that period, the losses, when measured against twelve 
month periods, whould not appear as large as if compared on a 
per-month basis. Secondary reasons for the change were the 
advent of a new product line and the elimination of some in- 
convenience experienced with the July 31, close in the foreign 
Operations (R 80-81, 85). 

Due to the change in Mohawk's fiscal year, Leidesdorf 
began its audit of Mohawk's financial statements earlier than 
usual; namely, during April, 1971 (R 94). 


In or about March P 1971, Wells and Rifenburgh de- 


ee 


cided that commencing May l, 1971, (the beginning of fiscal 1972) 


“Mohawk would discontinue the practice of selling equipment which 


previously had been leased (R 81-84, 89). This decision was 
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disclosed by We Js in an interview with Reuters News Service 
on April 19, 1971, but no Press release was issued until May 
4, 197i (Def£.tT; P1.22). 

Thus as of March or April 1971, effective May 1, 1971, 
the question of the proper method o* accounting for sales of 
| leased equipment became moot at Mohawk, except for the then 
current quarter, and except for past periods. That is, the 
| question was not "what will be proper accounting in future 
years", but rather "what presently is, and has been, proper 
| accounting". 


In April, 1971, Mohawx and Leidesdorf answered the 


question. Mohawk changed from the "operating method" of 


| accounting for these szles to the "financing method". For the 

f third, and last, quarter of fiscal 1971 Mohawk employed the 

new method. It also employed the new method in preparing its 
statements for the nine-month fiscal 1971, which in effect re- 
quired a restatement of reports for the first and second 

: Quarters, In addition, Mohawk restated its reports for fiscal 

' 1970, using the new method (P1.25; Pl.21 (pg.6, n (b))). 

Unde. the "financing method" the price for sales of 

; leased equipment is not taken into revenues or income; rather 
the rents on the leased equipment are treated as revenue and 

; income as they become due and are accrued. Thus at Mohawk the 

| effect of chatiging from the “operating method" to the “financing 
| Method" was +o reduce gross revenues, net iicome, and net income 


per share for those periods in which there had been Sales of 
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leased equipment (P1.25). 

Between April 15 and 20, 1971, Wells and Rifenburgh 
discussed the change from the “operating method" to the 
"financing method". Rifenburgh suggested that Wells obtain 
the opinion of Leidesdorf with respect to such a change (R 9l- 
96). Therefore, on or about April 22, 1971, Wells asked 
Wise, of Leidesdorf, for Leidesdorf's opinion regarding a 
change from the “operating method" to the “financing method", 
A day or two later Leidesdorf responded, stating that they 
both approved of, and recommended, such a change (R 96-102). 
Wells reported the response to Rifenburcgh (k 102-103). 

Wells did not disclose this change in the Reuters 
interview (Def.T). 

However, on or about April 28, 1971, Wells spoke 


with Mr. Hengen, Mohawk's public relations Man, regarding a 
g Pp g 


; Meeting which Mohawk officers were to have with securities 


| analysts on May 4, 1971 (R 107). Although Mohawk had a 


ractice of meeting with analysts several times a year, no 
3 Y y 


meeting had been held in 1971, and therefore, in early April, 


| 1971, Monawk had scheduled the meeting for May 4, 1971. It 


| also was Mohawk's practice to issue a Press release in con- 


junction with meetings with securities analysts. The content 
of the press release for the May 4, 1971 meeting was the 
subject of the conversation between Wells and Hengen on or 
about April 28, 1971. -\ the days from April 28, £37i through 


April 30, 1971 (a Friday) Wells and Hengen had additional con- 
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; versations regarding the press release 


(R 107-110, 284-286). 


ij That release, formally issued on May 4, 1971, discloses the 


‘ change in Mohawk's method of accounting for sales of leased 


equipment (P1.22). 


On May 3, 1971 (a Monday) Wells made an additional 


disclosure of the change. On that date, as arranged by 


Hengen, Wells was interviewed by Mr. Schmedel of The Wall 


Street Journal. Wells described to Schmedel Mohawk's change 


: from the “operating method" to the "financing method", and 


' under determined questioning, estimated that the change would 


1 cause a reduction in Mohawk's net income for fiscal 1971 of 


| from 10 to 12 cents per share (R 115-119). 


Schmedel's article 


i was published in the May 5, 1971 edition of The Wall Street 


; Journal. 


The change in the manner of accounting for sales of 


; Leased equipment had the following effect on Mohawk's financial 


: reports for fiscal 1970: 


As originally 


reported As restated 
_ Revenues $102,550,000 98,402,000 


i Net income 8,323,000 6,833,000 


| Net income 1L<52 1.02 
, per share 


| (Pl. 18; P1.21 (pp 4-5)). 


(3,792,000) 
(1,490,000) 


The change had the following effect on Mohawk's 


} financial reports for fiscal 1971: 
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Reduction as 
a result of Reduction 
change per share 


Net income $1,315,000 23¢ 
(P1.25). 

Mohawk made additional, negative accounting adjust- 
ments (i.e., with the effect of reducing net income) on its 
financial reports for fiscal 1971. The effect of these addi- 


tional adjustments was to further reduce net income by 


$3,915,000, or approximately $.69 per share (P1.25). Mohawk 
made no disclosure of these additional adjustments prior to 
April 30, 1971, although the press release drafted in the 
last week of April, 1971, and issued on May 4, 1971, mentioned 
their existence (P1.22)., 
Damages 

On the date of the Mohawk-Atron merger, April 30, 
1971, Atron common stock had average bid and asked quotations, 
in the over-the-counter market, of $10-3/4 and $11-1/4 
, Yespectively (Def.z). Four times the average of those quota- 
t tions, namely, $44, is a true measure of the price per share 
' paid by plaintiffs for the Mohawk stock they received as a 
F cease of the merger. 
The average price of Mohawk stock on the New York 


| Stock Exchange on April 30, 1971, also is a true measure of 


' That average price was $44-5/8 (S Sch. °, 


' the price per share paid by plaintiffs for their Mohawk stock, 


soi | 


By either measure plaintiffs paid approximately 
$44.25 per share for their Mohawk stock. 
Thus the actual, out-of-pocket damage of the plaintiffs 


who have sold their Mohawk stock is computed as follows (S 37): 


Those plaintiffs who have not sold their Mohawk stock 


are entitled to rescission, as follows (S 38): 


No. of 
shares Sale Total Damage 
Plaintiff sold proceeds paid (Difference) 
Pierre J. LeLandais 
& Co. 1,375 $37,800 $60,844 $23,044 
Pierre J. LeLandais 208 oe 8 9,204 3,484 
Coronet Fund 312 5,970 13,806 7,836 
Creative Capital 
Fund 4,062 60,459 179,744 119,285 | 
Research & 
Science Investors 2,500 . 41,260 110,625 69,365 | 
$223,014 | 


No. of 
Mohawk shares Total paid 
Plaintiff (to be returned) (to be refunded) 
Coronet Fund 5,000 $221,250 
ITNR 1,250 go IE AK 


If the damages of the plaintiffs who have not sold is measured 
by the difference between the amount they paid for their 
Mohawk stock on April 30, 1971, and the true value of that 
stock, to them, on that date, the computation is as follows 


(S Sch.A): 
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Coronet Fund 


{ 

! 

Plaintiff 
ITNR 


|The true value, 


ion August 25, l 


ae on the Ne 


ithe merger; (c) 


“VV 
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Total 
Total True Damage 
Paid Value (Difference) 
$221,250 $140,000 $ 81,250 
5S;323 35,000 20,313 


$101,563 


by Plaintiffs was the amount which they were able to sell it for 


iwhen the restrictions on its transfer finally were lifted, namely 


| 
| 
On April 30. 1971. of the Mohawk stock received | 
} 


971. On that date the average price of Mohawk 


w York Stock Exchange was 28-1/4 per share. 


POINT I 


DEFENDANTS VIOLATED § 14 (a) 
OF THE SECURITIES AND 
EXCHANGE ACT OF 1934 


Plaintiffs have proven (a) that they were shareholders 


of Atron; (b) that management solicited their proxies in favor of | 


that the Solicitation contained misstatements 


‘and omitted facts; (da) that they misstatements and omitted facts 


re material; and (e) that they were damaged as a result 


‘the corporate action taken on the basis of the proxy solicitation 


( 
ns a whole. 


! Thus plaintiffs have proved all elements of their case 


thereunder, which prohibit proxy solicitations (written or oral) 


bhich are “false or misleading with respect to any material 


| 
| 
| 
! 
{ 
| 
| 
based on § 14(a) of the 1934 Act, and Rule 14(a)=-9 promul gated = 


act" or which omit "to State any material fact necessary in 


| 
order to make the statement therein not false or misleading". 
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| 
The applicable case law is contained Substantially in 


1 


377 U.S. 426 (1964); and Mills v. Electric Auto-Lite Co., 396 
EOF HITE CO, 


| 
two recent Supreme Court decisions: J. I. Case Co. vy. Borak, 
a a nd ceo SSD 


En. J. 2a Case..Ca. 3: Borak, supra, a stockholder sued 
oe ~SUPTA 


| his corporation, claiming that the corporation had effected a 


| 
|merger through use of a false and misleading proxy statement. 


| law fiduciary duty and a violation by the corporation of §14 (a) 


lot the 1934 Act (and Rule 14a-9). aA damage or rescission 


‘eam. was sought. The Court held that a private, civil, federal 
| 


‘Plaintiff alleged a violation by the directors of state, common 
| 


; cause of action exists, for rescission or damages, if a viola- 
i 
ition of §14(a) of the 1934 Act is proved. 


It appears clear that private parties 

\ have a right under §27 to bring suit for 
violation of §14(a) of the Act. (pp. 430-1). 
| 


| 
| 
{i zk ke & | 
i 
Private enforcement of the proxy rules | 
| provides a necessary supplement to Com- 
| mission action. As in antitrust treble 

damage litigation, the possibility of 
| civil damages or injunctive relief serves 
| as a most effective weapon in the enforce- 
| ment of the proxy requirements. (p. 432). 


j xs ekek 


circumstances here it is the duty of the 
courts to be alert to provide such reme- 
i} dies as are necessary to make effective 
| the congressional purpose. (p. 433). 


| We, therefore, believe that under the 


Thus the private, damage remedy under §14(a) of the 


11934 Act was established, 
‘| 

i 
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In Mills v. Electric Auto-Lite Co., Supra, the 
——— eee £O., Supra 


| Supreme court proceeded to state the elements necessary to 


‘prove such a case. In turn the Court discusseé: 


(a) causation; 


1 

| 

(b) materiality; 

| 

(c) relief and damages; and 
‘ 


| (d) attorneys' fees and expenses, 
Factually the Mills case closely resembles the present 
a 


‘action. Plaintiffs claimed that the merger proxy statement was 
| 


\false and misleading because it failed to disclose that the 


| 


‘ote company owned 508% of the outstanding stock of the 


‘directors. The allegedly controlled board of directors was 


The Supreme Court held as follows on the critical 


lelements Of §14(a) cases. 


| (1) Causation. There need be no separate proof on 


i 

ithe issue of causation. The Court held that if a material mis= 
r 

Vee or omission has been proved, then causation also has 


een proved, 


a proxy statement has been shown to be 
"material," as it was found to be here, 
that determination itself indubitably em- 
bodies a conclusion that the defect was of 
such a character that it might have been 
considered important by a reasonable share- 
holder who was in the process of deciding 


Where the misstatement or omission in 
how to vote. (p. 384). 


| 
i 
company being acquired and thereby controlled its board of | 
~22- 
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As a corollary to that holding, the Court ruled 


that plaintiff need not show that the defect had a decisive 


j Where there has been a finding of 


1 
' effect on the vote. 
materiality, a shareholder has made a 


| 
| 
; sufficient showing of causal relationship 
between the violation and the injury for 
i which he seeks redress if, as here, he 
proves that the proxy solicitation itself, 
rather than the particular defect in the 
solicitation materials, was an essential 
link in the accomplishment of the transaction. 
! This objective test will avoid the impracti- 
calities of determining how many votes were 
; effected, and, by resolving doubts in favor 
! of those the statute is designed to protect, 
! will effectuate the congressional policy 
of ensuring that the shareholders are able 
| to make an informed choice when they are 
consulted on corporate transactions. (p. 385). 
\ (2) Materiality. The Supreme Court stated the standar 
; rae 
* precisely. Was the misstatement or omission "of such a charac- 
| 
ter that it might have been considered important by a reasonable | 
| shareholder who was in the process of deciding how to vote." 
& (see full quotation above). 
| In Gerstle v. Gamble-Skogmo, Inc., 478 F. 2d 1281 
| (2a Cir. 1973), Judge Friendly suggests that the standard may 
& | be slightly more stringent. In any event, in the present case, 
| Stated most advantageously to defendants, and applied to the 
| present case, the test of materiality is "would the reasonable 
I 
® || shareholder, in deciding how to vote on the merger, have con- 
\ 
} Sidered it important that he was not going to receive saleable 
Mohawk stock, but that he could obtain the full market value 


of his Atron stock, in cash, by dissenting," and "would the 
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reasonable shareholder, in deciding how to vote on the merger, 
have considered it import-nt “hat Mohawk was about to announce 
certain changes in its arc») .ting methods which would require 
a significant downward rest. _ement of net income for the prior 
fiscal year?", 
If the answer to either or both of these questions is 
"yes," plaintiffs are entitled to judgment, and need only give 
this Court evidence sufficient for it to compute damages, 
In Republic Technology Fund, Inc. v. Lionel Corp., 483 
PF. 2d 540 (2d Cir. 1973) the court said: 
Where a merger is in prospect, the 
earnings picture of the acquiring corp- 
Oration has to be of real significance 
tothe stockholders of the corporation 


proposed to be acquired, and the most 
current earnings are of the highest im- 


portance. See Kaiser-Frazer Corp. v. 
Otis, supra. Accordingly, failure to 
convey these earnings accurately, if 

the discrepancy is at all substantial, 


has to be material to the person being 
misled. (p.551 ). 


(3) Relief and damages. Continuing with Mills, the 

Supreme Court held that the trial court has a degree of discre- 
tion, as a court of equity, with respect to relief and damages 
(see pp. 386-389). A right of rescission exists (p. 388). 
Monetary relief also is possible. 

Where the defect in the proxy solicitation 

relates to the specific terms of the merger, 

the district court might appropriately order 

an accounting to ensure that the shareholders 


receive the value that was represented as 
coming to them. On the other hand, where, 


~24- 


997a 


as here, the misleading aspect of the 
solicitation did not relate to terms of the 
merger, monetary relief might be afforded to 
the shareholders Only if the merger resulted 
in a reduction of the @arnings or earnings 
potential of their holdings. In short, 
damages should be recoverable only to the 
extent that they can be oe 
These questions, of course, are for decision 
in the first instance by the District Court 
on remand, and our Singlirg out of some of 
the possibilities is not intended to exclude 
others. (p. 388-9), 
One of the possibilities Suggested by the Supreme 
Court is Particularly applicable to the present case; namely, 
“ensure that the shareholders receive the value that was 
| represented as coming to them." Here it was represented that 
; the shareholders would receive saleable Mohawk stock which 
| had a New York Stock Exchange price of $44-5/8 per share, 
| based On earnings of $1.52 per share for the prior year. In 
| fact the shareholders were to receive Mohawk stock not saleable 
| 
i 
bah at least four months later, ata Substantially reduced 
j Market price, based on earnings restated downward to $1.02 
| per share, Employing the Supreme Court suggestion, each 
Hi 
H Oe : 
p Plaintife should receive the difference between $44-5/8 and 
4 
| what it sold its stock for, or its present value if it has not 
{ 


| 
pan sold. (See portion of fact statement Supra ~elating to 


| 


| 
| 


"damages") , 


(4) Attorneys' fees and expenses. The Supreme Court 


praia in Mills, that, despite the contra general American rule, 


the corporate defendant should pay the litigation expenses of 


h -2 5- 


| 
| 
|g 
| 
| 
| 
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the plaintiff, including a reasonable attorney's fee, 


We agree with the position taken by 
petitioners, and by the United States 
as amicus, that petitioners, who have 
established a violation of the securi- 
ties laws by their corporation and its 
officials, should be reimbursed by the 
corporation or its survivor for the 
costs of establishing the violation. 
(p. 389-90), 


| The Court went on to make it clear that this rule applies 


1 whether the action is on behalf of a class or on behalf of 


individual Plaintiffs, without regard to whether a monetary 
fund is produced for the corporation. 


Although the earliest cas 3 recognizing a 
right *o reimbursement involved litigation 
that had produced or preserved a "common 
fund" for the benefit of a group, nothing 
in these cases indicates that the suit 
must actually bring money into the court 
aS @ prerequisite to the court's power to 
Order reimbursement of expenses. "“[Tlhe 
foundation for the historic practice of 
granting reimbursement for the costs of 
litigation other than the conventional 
taxable costs is part of the original 
authority of the chancellor to do equity 
in a particular Situation." Spraque Ve 
Ticonic Nat. Bank, 307 U.S. 1 1, 166 
(L939), 1s Court in Sprague upheld 


expenses even though she had sued only on 
her own behalf and not for a Class, be- 
cause her success would have a stare 
decisis effect entitling others to recover 
out of specific assets of the same defen- 
dant, (p. 392-3) . 


The stare decisis effect to which the Court refers of course 


is equally Present in this action. 
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Thus the Mills decision details the necessary 

: elements of a §14(a) case. Noticeably absent from that 
decision, is any mention of "scienter," which is an element 
of cases in this c rcuit under §10(b) of the 1934 Act. 

Plaintiffs need not prove scienter. That is, they 
need not prove that the misstatements and omissions were made 
with any degree of evil intent. It remains an open question 
as to whether defendants' liability is strict in this regard, 
but at the very least, defendants are responsible if the mis- 
statements or omissions were made negligently. In Gerstle, 
supra, Judge Friendly said: 

We thus hold that in a case like this, 
where the plaintiffs represent the very class 
who were asked to approve a merger on the 
basis of a misleading proxy statement and 
are seeking compensation from the beneficiary 
who is responsbile for the preparation of the 
statement, they are not required to establish 
any evil motive or even reckless disregard 
of the facts. Whether in situations other 
than that here presented "the liability of 
the corporation issuing a materially false 
or misleading proxy statement is virtually 
absolute, as under Section ll of the 1933 
Act with respect to a registration state- 
ment" . . . we leave to another day. (pp. 
1300-1). 

The question of strict liability need not be faced 
in this case either, for if the misstatements and omissions 
were not made intentionally, and with full knowledge, they 
certainly were made negligently. With 71% of the outstanding 


Atron stock bearing transfer restrictions, those restrictions 


having been imposed at different times, and the language of 
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reasonable man (the reasonable corporation) would t:ave made a 


the agreements creating the restrictions being different, the 
determination as to whether the Mohawk stock to be issued was 
' 


to be freely transferable as to all or some categories of 
Shareholder and would have disclosed the determination. As 
_ to the non-disclosure regarding tie change in accounting 
methods, wilfullness is obvious. As described in the fac: 
| statement above, the decision-making on several significant 
accounting changes and adjustments was carried on, and sub- 
stantially concluded in March and April 1971. Tue press re- 
lease (issued two business days after the merger) was written 
betweun April 28 and April 30, 1971, the latter being the day 
of the merger. 

Also noticeably absent from the Mills decision, is 
| any mention of "reliance," which may be an element of cases 
in this circuit under §10(b) of the 1934 Act. 

Plaintiffs need not prove that they relied upon the 


| 
| 
| misstatements and omissions. In Cohen v. Franchard Corp., 
| 
; 478 F. 24 115 (2d Cir. 1973), Judge Timbers said: 

| 

' 


| 

4 In Mills v. Electric Auto-Lite Co., 

h 396 U.S. 275, 385 (1970) (Section 14(a)), 

i and Affiliated Ute Citizens v. United States, 


| 406 U.S. ; = Rule L0b=5), 
| the Supreme Court held that, under the cir- 


* | cumstances of those two cases, it was uanec- 
essary to prove actual reliance. It was 
| enough that there were material misrepresen- 
i tations in solicitation documents which were 
| "an essential link in the accomplishment 37f 


the transaction" 396 U.S. at 385. (p. 124, 
footnote 12). 
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To summarize, the proxy solicitation (including the 
Proxy Statement and statements mady by Stourenburgh to 
LeLandais) was false and misleading in at lease _he following 
material respects: 

(a) The Proxy Statement failed to disclose that 
holders of restricted Atron stock would receive restricted 
| Mohawk stock, The nateriality of this non-disclosure is 
| evidenced by Stoutenburgh's efforts in the merger conference 
- With Mohawk officials (1/29/71) to obtain assurances that free 
stock would be issued, by consultations between Atron and Mohawk 
: officials and their attorneys On the subject, by the large per- 
centage of outstanding Atron stock which was restricted (about 
71%), by the sales which two plaintiffs made of Mohawk stock 
immediately after the merger date. by the alternative available 
to Atron shareholders of dissenting and obtaining the fair cash 
| value of their shares, and, most importantly, by the Mey 26, 
1971 i iter (P}.20) from Mohawk to former Atron shareholders 
» @xplai.iing that their Mohawk stock would be restricted and that 
| Mohawk would register their stock for sale. This letter not 
only evidences materiality by showing the subject to be im- 


portant enough to requ -e a separate, additional communication, 


should have been includind in the Proxy Statement. 
(E} The Pioxy Statement, in at least two Places, im- 


Plicitly stated that the Mohawk stock to be received as a result 


| 
but it serves also as a model for the type of Statement which 
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' Of the merger would be freely saleable (pp. 5,9). 


(c) Stoutenburgh told LeLandais (on April 19, 1971, 
and in February, 1971 (R 269)) that is was expected that Mohawk 
would issue freely transferable stock, 

(d) The Proxy Statement overstated Mohawk's revenues, 
net income, and net income per share for fiscal 1970. 


(e) The Proxy Statement overstated Mohawk's revenues, 


; net income, and net income per share for the 6-month period 


from August 1, 1970 to January 31, 1971. 


(f) The Proxy Statement failed to disclose Mohawk's 


decision to make certain accounting changes and adjustments, at 


‘least as follows: 


(i) to change its fiscal year from a July 31 


end to an April 30 end, effective April 30, 1971; 


(ii) to cease, as of May 1, 1971, making all Sales 


of equipment on lease (which previously had run at about 


$1,000,000 per quarter); 


(iii) to change, retroactively, from the “operating” 


tothe “financing” method of accounting for sales of leased 
equipment, with the resulting effect of restating down- 


wards previously reported revenue and net income figures; 


and 


(iv) to make other negative adjustments to Mohawk's 


financial performance for fiscal 1971, with the resulting 
effect of reducing Mohawk's net income for fiscal 1971 


by approximately $3,915,000. 
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(g) Note J (pg. 46) to the Proxy Statement was un- 
clear and inaccurate in describing the terms and conditions of 
Mohawk's sales of equipment on lease, particularly (i) in not 
disclosing that the rate of lease termination was 20-25% and 


was more than 100% in excess of Mohawk's original estimates, 


} and (ii) in not disclosing that in fiscal 1971 Mohawk was 


receiving only 25% of the sales price in cash, whereas it 


previously had received 100%. 


POINT II 


DEFENDANTS VIOLATED 
§10(b) OF THE 1934 ACT 


Plaintiffs’: action under §10(b) is founded upon the 
same misrepresentations and non-disclosures as found the 
action under §14(a). 

The additional legal requirements of §10(b) actions 
are met here. 

Plaintiffs are purchasers and sellers of securities, 
in connection with the fraud. Vine v. Beneficial Financial 
Co., 374 F. 20 627 (2d Cir. 1967). 

Although recent cases (in this circuit; e.g., Shapiro 


v. Merrill Lynch, Pierce, Fenner & Smith, Inc., Pe 2d 


(2d Cir. 1974), NYLJ, 4/9/74, pg. 1; and in the Supreme Court; 
e.g., Affiliated Ute Citizens v. U. S., 406 U.S. 128 (1972)) 
greatly have liberalized the so-called reliance requirement, 
there is no need here to consider that standard in depth because 
it is clear that the plaintiffs relied actually and directly 
upon the contents of the Proxy Statement and the statements 


a) 
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| made by Stoutenburgh to LeLandais. 

Similarly, there is no need to consider the cases re- 
: garding the so-called scienter requirement (see, @.g., Shemtob 
' v. Shearson Hammill « Co., 448 F. 2d 442 (24 Cir. S971), 

| holding that a showing of mere negligence is not sufficient to 
, Sustain a §10(b) case, but that a "knowing use of a device, 

| scheme, or artifice to defraud" is), because in the present 


} case the misrepresentations and non-disclosures were knowing. 
| 


See also, Heit v,. Weitzen, 402 F. 2d 909 (2d Cir. 1968); 
Spee Oe ee ewes. 


| 1969) pp. 1290-1251; ‘Republic Technology, supra, at 55l. 
ety, ~Supra 

| The following pattern evidences the intention with 

} 


which defendants programmed the relevant events and non- 


| 
h disclosures. 
| 
(a) On January 27, 1971, Atron's annual meeting of 


| 

} 

| 
| 

| Globus v, Law Research Service Inc., 418 F. 2d 1276 (2d Cir. | 

sae | 

| 

| 

i Shareholders was held. No mention was made of a proposed | 

| 

| 

ei 


6 merger. On January 29, 1971, the merger was agreed to by the 
companies, 
| (b) On April 16, 1971, the Proxy Statement was issued 

sd No mention was made of a discontinuance by Mohawk of third- 
Party sales of leased equipment. On April 19, 1971 (the Monday 
| following April 16, a Friday) Mohawk publicly announced dis-~ 

nd | continuance of such sales. 
| (c) In the April 19, 1971, press release no mention 

. ! was made of a change in the method of accounting for such Sales, 
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On April 20, 1971, Wells and Rifenburg conferenced and sub- 


Stantially agreed upon the change. 


(d) On April 30, 1971, Atron's Shareholders (at a 


special meeting) approved the merger, without knowing of the 


major accounting changes being made by Mohawk. On May 3, 


1971 


(the Monday following April 30, a Friday) Mohawk disclosed 


those changes to the Wall Street Journal. 


Defendants were obliged to make complete disclosures 


On January 27, April 16, April 19, and April 30, because share- 


holder meetings were held, or public statements were issued, on 


those dates, Strikingly, defendants argue that no disclosures 


were required on those dates because in each case the relevant 


event did not occur until the next day. Yet, careful review 


reveals that the events occurred before, not after. 


Thus plaintiffs have proved “purchaser-seller", 


Li re- 


liance", and "scienter". These are the elements of the §10(b) 


vase which must be proved in addition to the basic requirements 


elements of the §14(a) case. 
POINT III 


DEFENDANTS‘ ACTS, WHEN 
MEASURED BY COMMON LAW 
FRAUD PRINCIPLES, CONSTITUTE 
A_ FRAUD UPON PLAINTIFFS 


| Of "deception", “materiality”, and "damage", which are the 


Only two significant differences exist between plain- 


tiffs' cause of action under §10(b) of the 1934 Act and its 


cause of action based upon common law fraud principles. 
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at common law plaintiffs must prove defendants acted with an 
intent to defraud; and second, at common law plaintiffs may be 
awarded punitive damages. 

As to the former, defendants' intent to defraud in 
connection with the free~stock deception is demonstrated by 
Stoutenburgh's atuiéeion that he was aware of the importance of 
the questions as early as January 29, 1971; by his admission 
that he discussed it with Atron's attorneys; and by his ad- 

m sion that he discussed it with LeLandais. Stoutenburgh can- 
not say that he believed all plaintiffs would receive freely 
transferable Mohawk stock, and that therefore all contrary 
statements were innocently false. He admits that he always 
believed that certain shareholders (including one of the plain- 
tiffs, would receive restricted Mohawk stock. Therefore his 
Statements to the contrary were knowingly, and admittedly, 
false. In addition, it must be presumed that Atron's attorneys 
advised Stoutenburgh of what defendants now claim to be an 
obvious principle; namely, that stock which was restricted be- 
fore the merger had to remain restricted after the merger. In 
the face of such advice, Stoutenburgh's statements had to have 
been made in bad faith, with intent to mislead. 

The same is true of the misstatements ard non-disclo- 
sures regarding Mohawk's accounting. Wells admits that in 
March, 1971, more than 30 days before the merger, and at least 


two weeks before the Proxy St. tement, Mohawk's independent 
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| 
| 
| 
| 
| 
| 
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, auditors challenged the method of accounting for sales of 


leased equipment. He further admits that the decisions to 


' change Mohawk's fiscal year and to discontinue sales of leased 


equipment had been made in March and April; and that the May 4 


' press release announcing significant. negative financial infor- 


mation about Mohawk had peen written on and prior to April 30.. 
None of this was disclosed to Atron's shareholders. 
The financial information which was disclosed subsequently was 
corrected and restated. Thus Mohawk admittedly had material 
information which it elected not to disclose, and that undis- 


closed information made the disclosed financial statements 


(including notes) untrue and incomplete. Mohawk acted knowingly. 


In addition, the dates of Mohawk's disclosures and meetings 
demonstrate that Wells and Rifenburgh carefully timed each 
event in order to insure that Atron shareholders did not re- 
ceive known negative information. Their purpose was to deceive. 
In evaluating Mohawk's intention it must be remembered 
that Mohawk, like the plaintiffs, was a holder of restricted 
Atron stock; 211,000 shares. The merger in effect liquidated 
Mohawk's illiquid investment. That is, Mohawk was able to 
merge Atron in, i.e., acquire Atron, for about $2,300,000 less 
than it would have paid absent its investment in Atron. Thus 
Mohawk and plaintiffs were in favor of the merger for the same 
reason, to liquify their investments. Mohawk accomplished its 
purpose, obtaining a direct $2,300,000 benefit, while denying 


equal treatment to plaintiffs. 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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POTNT IV 


THE ONLY DEFENSE OFFERED 
tS UINSUFPICIENT 


The central defense offered at trial can be stated 
| as follows: in April, 1971, everyone knew, or should have 
known, that if he held restricted stock prior to a merger he 

had to receive restricted stock as a resvlt of the merger. 

The defense is fallacious at least the 
foitlowing reasons: 

(a) Stoutenburgh claims he was unaware of this 
"obvious" proposition; 

(b) Wells and Rifenburgh were unaware of it at 
F January 29 meeting; 

(c) Both Atron and Mohawk claim that they weré not 
advised by their attorneys of this proposition prior to hovii 
30, 1971, after admittedly having inquired of their attorneys 


| about the question; 


(d) On May 26, 1971, Mohawk found it necessary or 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


appropriate to write shareholders a special letter on the subject; 
(e) Whether or not the merger would automatically | 
(as a matter of law) remove transfer restrictions, it was | 
| possible to fully register the mercer (with the SEC) and ‘hiaies | 
insure the issuance of saleable stock. This is what Mohawk did 
in August, 1971, too late, after the price of their stock had 
dwindled. 
(£) Certain Atron shareholders had contractual 
registration rights. Careful review of these contracts may 
have led Mohawk to fully register the merger. Admittedly no 
such review was made (R 262-263, 327-328, 381-383). 
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(g) Mohawk placed a different, and more stringent, 
legend on the stock it issued to former Atron shareholders 
than previously had appeared on the Atron certificates. This 
shows that Mohawk did not view the transfer restrictions 


Simply as carry-overs from the Atron period. Aibtebmwextlyx xo 


Suchx XLNALWK WASX MAMOK MRK VSL LY X DOVEB IBY X OLE OBI X 


This refusal by Mohawk either to issue saleable stock 
in the merger, or to register the merger fully, thus was not the 
necessary result of an "obvious" legal proposition. It was con- 
sistent with Mohawk's desire to lessen the sell pressure on 
its stock which it knew would result from the bad news it was 
to announce on May 3, 

Stoutenburgh's lack of credibility also is relevant 
with regard to the free-stock deception. In their pre-trial 
contentions (S 13(b)) defendants claim that they "had at all 
relevant times, and still have, no knowledge of ITNR". -De- 
fendants tried to mae it appear as if plaintiff ITNR was an 
imposter, or that plaintiff RSI was guilty of an illegal trans- 
fer of Atron stock to ITNR. This position was built on 
Stoutenburgh's statements that he had no knowledge of ITNR at 
the time of Atron's second private placement. However, when 
confronted at trial with plaintiff's exhibit 32 (R258), he 
admitted his Signature, and that exhibit shows conclusively 


that Atron and Stoutenburgh knew of ITNR from the ovtset. 


1010a 


POINT V 


KARPEN BREACHED HIS 
COMMON LAW FIDUCIARY 
DUTIES TO PLAINTIFFS 


In April, 1971, Mr. Karpen was Executive Vice-Presi- 

dent of -fohawk and a director of Atron. By virtue of his 

| position at Mohawk he knew, or should have known, of the im- 
pending change in Mohawk's accounting methods, as well as the 

| ethen material financial and accounting developments. Under 
| Minnesota common law he owed a fiduciary duty to Atron and 

| Atron's shareholders, 


Under the Minnesota common law and 
statutes, liability is predicated upon a 
breach of a fiduciary relationship, which 
involves mainly a lack of good faith. Our 
statute involving the obligation of directors, 
Minn. St. 301.31, reads: 

"Officers and directors shall dis- 
charge the duties of the respective 
positions in good faith, and with 
that diligence and care which ordi- 
narily prudent men would exercise 
under similar circumstances in like 
positions." McMenomy v. Ryden, 276 
Minn. 55 (1967). 


Under Minnesota law the obligations of corporate 
directors include the duty to make prompt and full disclosure 
{} 
ito their co-directors of all information relevant to their 


{| 
liuasedece. Thompson v. North Star Muskrat Farm, Inc., 183 Minn. 
Binladin) imho ne Desc ante nD a te 9k Ma teh AMR ts 


| 
}324 (1931). 
| 


| Mr. Karpen's fiduciary duty included the duty to dis- 
\ 
igarding the proposed merger with Mohawk. He failed to make the 


close to Atron and its shareholders all material information re- 


The measure of damages for such a breach of fiduciary 
duty is the full amount of the damages proximately caused by 
the breach (see "damage" section of fact statement). 

CONCLUSION 
Plaintiffs are entitled to judgment for damages, 


rescission, and costs, including a reasonable attorneys fee. 


Respectfully submitted, 


BUTOWSKY, SCHWENKE & DEVINE 


| OF COUNSEL: 


MICHAEL C. DEVINE 


